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FOREWORD 


Among the most important of the consequences of the European 
War has been its effect upon the world’s investment markets. An 
organization that existed for many years has been violently dis- 
rupted. Changes have occurred that under other circumstances 
would have been delayed for many years or perhaps never have oc- 
curred at all. Whether the results are permanent or only temporary 
may be a matter for dispute but they have brought numerous prob- 
lems that are important and serious. f 

A picture of these changes and the results in their main outlines 
is the purpose of this volume. As a preliminary to an analysis of the 
subject it is important to understand certain matters that are freated 
in the introduction. Among them is the real nature of foreign 
investments which are but superficially understood by most of us 
(see Kemmerer, page 1). Moreover, this world catastrophe may 
usher in a new economic internationalism that will perforce modify 
all our public policies, national and international (see Walling, 
page 10). 

An analysis of what has occurred may be conveniently divided 
into four parts. Prior to the war investments were made along 
well-defined lines. Certain creditor countries such as England 
(see Hobson, page 23) and France (see Guyot, page 36) furnished 
enormous amounts of capital to the different parts af the world. On 
the other hand the debtor countries such as China (see Denby, 
page 55) borrowed this money under specified terms and conditions. 

When the war broke out a number of disturbing influences were 
injected into this established system. The London Stock Exchange 
(see Lawson, page 71) experienced conditions entirely new while 
the American security markets (see Huebner, page 93) were in a 
similar manner upset, later recovering their former activity and 
even entering upon several periods of wild speculation. In addition 
to the long-term: bonds and the stocks whose markets were thus 
disturbed, short-time investments were important (see Youngman, 
page 108). Through their assistance many problems were raised 
and many others were solved. Another significant effect of the 
war was the violent upsetting of the foreign exchanges. The efforts 
made by European countries to stabilize the exchanges and thus to 
secure more effectively the commodities needed for the prosecution 
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of the war are extremely interesting and instructive (see Zimmer, 
page 151). The stupendous task of financing war orders (see Con- 
way, page 131) with the consequent effect upon business in the 
United States snd the tremendous volume of new security issues 
(see Anderson, page 118) would be unbelievable to us if we had not 
so recently gons through the experience. 

In the near future there will be important demands for capital 
Írom many parts of the world. An accurate forecast of their amount 
and the sources from which the capital will be drawn is of zourse 
not practicable but much that is of value is to be found in a summary 
of the possibilities. Among the most important demands will be 
those from the Latin American countries (see Symposium, page 161). 
Specief emphasis should be given to Mexico (see Shirley, page 198). 
Aside from these Latin American countries there will be demands 
from our neighbor on the north, Canada (see Skelton, page 216), 
from Russia (see McRoberts, page 207) and from China (see Denby, 
page 69). Demands will come not merely from other countries but 
in an increasing volume from our own. Our public utilities are 
one of the best illustrations of this and their demands under the 
new standards that we are requiring of their management are emong 
the most prominent ‘see Wilcox, page 226). Calls for capital are 
also coming from new sources as time passes and one of the most 
interesting recent illustrations of this is the probable effect of the 
rural credits act (see Babson, page 235). 

Many are optimistic enough to believe that the United States 
will be the leader in world financing. Just what part the United 
States will play in the investment market is considered in the last 
section of this volume. The relative position of London and New 
York as financiel centersis a matter on which there may be some 
differences of op:nion although probably the best informed students 
of finance agree that London’s supremacy has not been entirely 
taken away (see Patterson, page 264). The ability of New York 
City and of the United States, however, to maintain what they have 
gained during the war will be determined in the immediate future by 
our control of our gold reserves (see Vanderlip, page 278) and in the 
long run by our ability to purchase foreign securities (see Roberts, 
page 287). Another factor will be the level of the rate of interest 
which has so muzh to do with the movements of capital (see Fisher, 
page 244), and whether or not we shall have more international credit 
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or, as Dr. Bonn suggests, enter upon a period of nationalization of 
capital (page 252). 

But the problem is not merely one of having capital and of send- 
ing it where interest rates are highest. The attitude of our govern- 
ment and the whole question of “dollar diplomacy” is involved. 
That the United States government should give assurances of pro- 
tection to American investors in foreign countries is the view of 
some (see Wilson, page 298). To others, however, such a policy 
seems full of danger. Many feel that to give such governmental 
aid is an abandonment of all of the democratic principles for which 
our country has announced that it stands, that it is a menace to 
small weak countries and a means by which we may become 
involved in war (see Howe, page 312). » 

There are thus a number of aspects to the discussion. Capital 
movements are followed by movements of goods. This trade move- 
ment which went in certain channels prior to the war has been upset 
and though many may exaggerate the extent of the changes they 
will nevertheless be of significance. The effects of the war will be 
permanent. A routine formerly taken for granted nas been broken 
up. Few venture to speak with confidence of the details of the 
future but already a few of its main features are beginning to appear. 

Confused views are being clarified and new policies are being 
formed. Economic theories that .we thought were obsolete are 
being eagerly seized upon, although many of them are crude expres- 
sions of half-truths while others are entirely fallacious. The war 
has disorganized not only our material relations with other countries 
but our channels of thought. .In the midst of this confusion, the 
difficulties of clear thinking are most apparent to those whose vision 
is broad rather than narrow, whose outlook is international rather 
than provincial. Our leaders in politics, commerce and finance to- 
day find it difficult to analyze accurately the thoughts and wishes of 
the American people, and the industrial needs and conditions of the 
future. 

There is no thought that the articles in this volume offer final 
solutions for all-of our problems. The variety of opinions expressed 
is in itself evidence that this could not now be accomplished. The 
editors believe, however, that the articies will be of assistance not 
only to those seekihg information but also to those who are trying 
to think clearly and to interpret accurately. 

: ‘E. M. Parrarsos, Pu.D., 
Editor tn Charge of Volume. 


THE THEORY OF FOREIGN INVESTMENTS 


By Epwin WALTER KEMMERER, 
Professor of Economics and Finance m Princeton University. 


By the term theory of foreign investments we do not mean a 
congerie of unverified hypotheses concerning investmen‘s in foreign 
countries, but rather certain basic principles which represent the 
application of broad economic laws to a special field of economic 
activity. 


Bas@® PRINCIPLES or FOREIGN AND DOMESTIC INVESTMENTS 
THE SAME 


The basic principles of foreign investments are essentially the 
same as those of home investments. The chief motive power that 
drives the machinery of both is financial profit. The principal 
criteria by which the goodness of a foreign investment is judged 
are the same as those by which a domestic investment is judged, 
viz., income-yield, safety of principal, and marketability. In both 
markets the investor desiring these qualities must pay for them. 
If he wishes a high rate of income he must pay for it by sacrificing 
in safety or marketability or both; if he wishes a high degree of 
safety he must sacrifice in rate of income or marketability or both; 
and if he wishes a high degree of marketability he must sacrifice in 
one or both of the other qualities. ~ Whether in the home market or 
the foreign one, each of these constituting qualities of a good invest- 
ment has its own conditions of demand and supply. Sometimes one 
is in particular demand, e.g., safety in times of business uncertainty, 
and sometimes another. The market price of each in terms of the 
other two in both markets is the resultant of the interaction of the 
forces of demand and supply, it is the price at which demand and 
supply in the particular market are equilibrated. 

There is, however, a glamor about the word foreign which often. 
blinds the eyes to the fundamental likeness of foreign investments 
and home investments; and, just as a few billion dollars’ worth of 
foreign trade receives more newspaper headlines, editorials and 
political oratory than several hundred billion dollare’ worth of 
domestic trade, so when American capitalists turn a few milion 
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dollars into investments in Europe or Latin America, it is heralded 
as a great event, although the investment by these same capitalists 
of many times this amount in Texas, California or Alaska, places 
perhaps an equal or greater distance from our financial metropolis, 
is looked upon ás commonplace. The word foreign is a political 
term, but the word investment is an economic one, and political 
boundaries do not obstruct the operation of economic law. Ob- 
viously there is not much difference in motive or in principle between 
the investment of a million dollars by a citizen of the United States 
in a paper factory in Ontario and one in New York. It is the like- 
nesses, therefore, rather than the differences, that should be em- 
phasized in comparing the principles of foreign investments with 
those of domestic investments. None the less, there are differences, 
and it is with them that we are chiefly concerned in tais paper. 
These differences may be subsumed under the heads: (a) 
“Internationally political’; (b) Monetary; (c) Social. 


INTERNATIONALLY POLITICAL” AsPpmeTS oF FORMIGN 
INVESTMENTS 


A factor of great importance in the study of foreign investments 
is international political rivalry. National territorial aggression 
has probably been a dominating factor in a far larger proportion of 
foreign investments than most people think. A little over a genera- 
tion ago in Egypt, and more recently, in Korea, China and Latin 
America, many millions of dollars were invested under condi- 
tions that seem explainable only by the motive of territorial ag- 
grandizement on the part of the nation or nations whose citizens 
have made the investments. Recent history has shown that the 
steps are often short ones from private investments, say in railroad 
building, in weak countries by the nationals of strong countries, 
to spheres of influence for those strong countries with extra-terri- 
torial privileges; from spheres of influence to political control as 
regards foreign relations; and from political control in foreign affairs 
to political control in domestic affairs; thus bringing the aggrandiz- 
ing nation into complete control of the weaker and once independent 
state. Sometimes private investors are the tools of the aggrandiz- 
ing government, but more often probably the government uses 
private investments, which have been made by its nationals from 
purely economic motives, as an excuse for political usurpation. 
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> t 
MONETARY DIFFERENCES BETWEEN FOREIGN AND DOMESTIC 
INVESTMENTS 


A second difference between domestic investments and foreign 
ones relates to the currencies in which these investments are made 
and the monetary units in which their values`are expressed. 
Domestic investments are usually made in the domestic standard 
of value and the domestic monetary unit, e.g., the gold standard 
and the dollar in the United States, the silver standard and the peso 
in Honduras, and a fiduciary paper standard and the milteis in 
Brazil. Foreign investments, on the other hand, are often made in 
different standards of value, and are usually made in different 
mon units, than those of the home country. This is not an 
essential difference between domestic and foreign investments, since 
in times of peace the great majority of the leading countries of the 
world are on the gold standard, and there are numerous instances in 
which several countries have the same monetary unit. The modern 
trend of foreign investments, however, is strongly in the direction 
of the less developed countries like those of Latin America end con- 
tinental Asia, and most of these countries do not possess an estab- 
lished gold standard nor de facto monetary units identical with those 
of any of the more advanced countries. 

Even in those cases, where the monetary standard in the coun- 
try where the investments are being made is the same as that of the 
country from which the capital is coming, differences in the unit of 
value are to a small extent obstacles to the ready flow of capital. 
Foreign units, like the bolivar of Venezuela or the colon of Costa 
Rica, even when on a gold basis, speak a foreign language.- The 
capitalist can translate it by an effort, but it is not a language in 
which he thinks. He can mathematically compute the equivalents 
in terms of his own money, but he does not feel them when prices 
are quoted. 

This difficulty, however, is a small one compared with the one 
arising from differences in the standard of value itself. The wide 
fluctuations in the gold value of silver during recent years, e.g., 33 
per cent in 1907 and nearly 40 per cent so far in 1916 (2.e., to Septem- 
ber 15), are familiar to students of economics, likewise the even 
greater fluctuations in the paper-money units of fiduciary-standard 
countries. When the gold value of a silver-standard peso or of a 
fiduciary-standard milreis depreciates, say, 20 per cent as measured 
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by foreign exchange rates, it does not mean that local prices in terms 
of silver or paper-money units will at the same time rise 20 per cent. 
Price changes respond very slowly, and sometimes imperceptibly, 
if at all, to changes in the gold values of the monetary units of 
countries not on a gold standard. Short-time fluctuations in the 
gold values of these units have little or no effect on local prices, 
and the long-time swings make their influence felt an the prices of 
the majority of goods very slowly. This fact is of great significance, 
to the foreign investor. . 

From the standpoint of the currency problem, foreign invest- 
ments divide themselves into two classes;-in the first class the in- 
vestor becomes s proprietor, in the second, a creditor. 

The “ proprietor investments” are represented by the own®ship ` 
of stocks in foreign corporations and by individual or partnership 
ownership of unincorporated enterprises. In thesa cases profits 
are realized and paid in the foreign money, and upon the shoulders of 
the foreign investor are placed the risks incident to a fluctuating 
exchange. When, for example, the gold value of tke foreign unit, 
say the haikwan tael of China, rises, the American investor receives 
more United States dollars for each 100 taels of profit; when it 
falls, he receives less. If it falls heavily and he wants to sell out 
and withdraw his capital, he is likely to find that the market price 
of his property in terms of silver has not risen anything like so 
rapidly as the gold va'ue of the tael has fallen and that, so far as 
gold values are concerned, he must sell at a sacrifice. On the other 
Kand, if silver rises rapidly he may realize a net gain because the 
local value of his property is not likely to decline in proportion to 
the advance in the gold value of the tael. For this reason pro- 
prietorship investments in silver-standard and fiduciary-standard 
countries impose large speculative risks on the foreign investor— 
risks which must be compensated for by prospects of attractive 
profits. Í x l 

In the second class of.foreign investments the investor becomes 
a lender. He advances a sum of money in return for a promise 
from the borrower to pay back the principal at the end of a specified 
period—sometimes there is no specific maturity mentioned—and to 
pay a definite rate of interest at regular intervals. The best ex- 
amples of this second class of investments are corporation and gov- 
ernment bonds. Investments of this class may be made payable: 
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(1) in local currency, or (2) in a foreign ‘currency, usually in the gold- 
standard currency of an important foreign country. In the former 
case the risks due to fluctuaticns in the gold value of the local 
monetary unit fall upon the foreign investor, as in the case of the 
proprietorship investments. In the second case, however, a3-for 
example when the investor buys corporate bonds that are payable 
principal and interest in pounds sterling or United States dollars, 
the immediate risks incident tc the fluctuations in exchange are 
shifted to the local borrower, t.e., the corporation or, more narrowly, 
-the owners of the corporation stock. I say the immediate risk is 
shifted to the stockholders, for even here the bondholders do not - 
escape entirely, since a substantzal depreciation in the local mone- 

unit is likely to lessen the gold value of the plant which is 
security for the bonds, and may also lessen the gold value of the 
corporation’s products, especially if they are sold to a large extent 
locally, for, as we have seen, lacal prices do not advance at once 
proportionately to the depreciation in the gold value of the local 
monetary unit.! 


SOCIAL DIFFERENCES BETWEEN DOMESTIC AND Foruian 
INVESTMENTS - 
The third important class of differences between a domestic, 
investment and a foreign one we have called (for want of a better 
` name) social differences. These are of a miscellaneous character, 
and it will be sufficient merely to mention them. There is the 
difference of language, which is often an impediment to the ready 
flow of capital from the cheaper to the dearer market, through pre- 
venting a thorough knowledge of foreign conditions and leading to 
annoying misunderstandings in che negotiation of capital contracts 
and the conduct of current business. Then there are unfamiliar 
systems of government, of jurisprudence, and of taxation; and there 
are business, political and social customs which are difficult for the 
If the products are sold largely in gold-standard coyntries the deprecia- 
_ tion of the local monetary unit may increase the corporation's profits and, 
through their capitalization, even the gold value of the plant itself, because 
the corporation will receive more local units, e.g., taels, pesos, or milras, for 
each foreign unit obtained for its products, while local expenses, especially 
wages, will be constant or at least rise slowly. Of course the situation would 
be the opposite in case the local monetary unit appreciated in value. 
e . 
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foreigner to understand—all'of ‘which serve as barriers to keep capi- 
tal from flowing into foreign fields. 

It is only when the attractiveness of large immediate or future 
returns becomes great enough to surmount these barriers in addition 
to overcoming the natural conservatism of capitalists who prefer 
to see where their money is working, that capital moves out of the 
home-land for permanent investment abroad. 


How Carita Ruacuns tax Forren Foup 


Superficially viewed, capital is transferred from one country to 
- another chiefly by the mechanism of bank drafts and commercial 
bills of exchange. Such credit instruments, however, obviously do 
little more than transfer ownership of capital goods already I®ated 
in the country in which the foreign capital is being invested, or of 
‘goods about to be shipped to that country. The credit instruments 
are evidences of an outward movement of more substantial things 
which constitute the real investment. These substantial things 
may be divided into three groups: (1) merchandise (using that 
term in its broad sense); (2) services; (3) international money. 

Merchandise. The investment of foreign capital in undevel- 
oped countries usually means the building and equipment of rail- 
roads and factories, and the opening up of various kinds of planta- 
tions and mines. 

Much of the capital equipment for chee enterprises must come 
from abroad.. Inasmuch as the investing capitalists are most 
familiar with the products of their own country, are naturally prej- 
udiced in favor of their own nationals, and are often themselves 
directly or indirectly interested in the production of the capital 
goods needed abroad, they will usually buy this capital equipment 
in their own home markets rather than abroad, if they can do so at 
anything like as favorable prices—a fact which is largely responsible 
for the slogan “trade follows the investment.” This is true whether 
the investment is a proprietorship investment (such as the purchase 
of corporation stock or of an individual or partnership interest in 
an unincorporated business) or a creditor investment, i.e., a loan 
(such as the purchase of bonds, debentures and the like). In the 
former case the investor may exercise direct control over the pur- 
chase of equipment through the power to vote the stock or otherwise 
to manage the business. In the latter case he exercises an indirect 
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control, but often a very effective one, through the pressure that 
investors and particularly investment bankers nowadays exercise 
over concerns In which they are interested. The principal form 
then in which foreign capital is trensferred to a new field is through 
the exportation of capital goods to that field, and this may be 
directly from the investing capitalist’s own country or indirectly 
through the mediation of trade with one or more other countries. 
‘There are strong forces, however, which tend to cause the capital 
goods to be skipped directly from the country of the investing 
capitalists. New countries in process of development, usually for 
a long time, therefore, show a heavy excess of merchandise imports 
over exports, an excess which consists chiefly of foreign capital in 
process of investment. 

Services. The second form in which transfers of capital are 
made is that oi services. Here the goods exported are of an im- 
material kind end do not figure in trade statistics. They include - 
such items as the services of engineers, chemists and financial 
experts, who are sent out to do pioneer work in the planning and 
development of the new enterprises, and whose services often repre- 
sent an important part of the new capital investment. Under this 
head also come the value of the transportation services in shipping 
the capital goods, marine-insuranze services rendered by concerns 
outside of the importing country, and similarly legal and financial 
services. These services of course may be furnished by the con- 
cerns of other countries than that cf the investing capitalists through 
a triangular (or even quadrangular) trade, country A shipping goods 
or rendering services to country B in compensation for services 
country B renders to country C, but, as in the case of the transfer 
of capital goods, there are forces which strongly encourage the 
securing of these services from the nationals of the investing 
capitalists. 

International money. The third'form in which foreign capital 
is transferred to a country is international money, t.e., gold bullion 
and gold coins (usually by weigh=) and, to a limited extent, silver, 
bullion and certain silver coins with an international circulation 
like the Mexican and British dollars. Strictly speaking, money is 
a form of merchandise, and is exported for the same reasons that any 
other merchandise is exported, t.e , because a certain quantity of it 
is more valuable abroad than it is at home by enough to pay shipping 
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expenses and yield an adequate profit. But international money is 
the most highly marketable of all kinds of merchandise, and this 
high degree of marketability makes it the great equilibrator in 
international trade movements, i.e. an article whose shipment 
“pays trade balances,” and is particularly useful in helping main- 
tain a world equilibrium of prices. 

The exportation to a new country of capital goods and capital 
services for investment, and the contemporaneous development of 
new enterprises causes an expansion of business in the country 
receiving the capital and an increased demand for media of exchange. 
Temporarily this may be met by a straining of credit, and, to some 
extent, by a more rapid turnover of bank deposits and of money in 
circulation. The demands, however, for additionel media of ex- 
change to carry on the country’s growing business scon make them- 
selves felt in inadequate bank reserves, insufficiercy of loanable 
bank funds, higher interest rates on short-time loans, and a down- 
ward tendency in the prices of the more sensitive securities and 
commodities; exchange moves to the gold (or silver) import point, 
and enough international money is imported to bring the country’s 
credit and currency circulation up to the amount necessary to carry 
on, without undue financial strain, its expanded business, at a price 
level which is in equilibrium with those of the other countries of the 
world. 

CAPITAL INVESTMENT AND TRADE 


This investment flow of foreign merchandise, services and 
international money may continue for many years. During all 
this time the country in which the foreign investments are being 
made—we need an expression “‘investee country’’—carries on its 
regular import and export trade. But its visible imports contin- 
ually exceed its visible exports, and this excess consists largely of 
the foreign capital being invested in the country. The foreign 
capitalists take their pay in titles to ownership (e.g., stocks and 
deeds) of this foreign property, or in liens on the property (e.g., bonds 
and debentures) from all of which they expect to receive sooner or 
later a regular income. 

When the income is realized it may be brought home or left 
abroad and reinvested. To the extent that it is brought home it 
tends to turn the balance of trade against the “investee country,” 
for the interest, dividend and other profit payments on capital 
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invested are paid back chiefly in the form of merchandise exports. 
In so far as these profits are not brought home but are reinvested 
abroad they serve to build up still further the foreign capital equip- 
ment of the “investee country.” Sooner or later, however, the 
foreign investo? expects to bring home his profits. The periodie 
return to the investor of profits realized abroad and the return from 
time to time of parts of the capital fund in the course of time offset 
the amounts of new foreign capital being invested and cause the 
country’s visible exports to exceed continually its visible imports, 
thus compensazing for the heavy excess of imports which char- 
acterized the period of the original foreign investments. 

Tpe investment then of foreign capital, the payment of profits 
realized upon tkat capital and the repayment of the principal either 
gradually or in lump sum, are effected through the mechanism of 
the export and import trade, the chief item of which is the move- 
ment of merchandise. Trade follows the investment, and the flow 
of investment capital together with the return flow of investment 
profits are substantial items in the foreign trade of an economically 
new country. 


THE PROSPECTS FOR ECONOMIC INTERNATIONALISM 
By Warum Eneuisnh WaALLING 


The French and British governments have solemnly bound 
themselves to put into effect the program for a trade war elaborated 
by the Entente Economic Conference. The American press is 
unanimously against the new policy even after it is too late to pro- 
test. Some papers profess to find it too mad for belief. Others 
plan retaliation, and even suggest—in case it is actually carded out 
—an economic alliance with Germany. 

It is a condition and not a theory that confronts us. The 
Entente statesmen have declared that their purpose is the economic 
-~ defense of the Entente, the economic independence of the world, to 
employ an expression of one of the three British dalegates, Hughes 
of Australia. And it is certain that the proposal of an economic 
alliance of Germany and Austria and Central Europe gained the 
adhesion of the leading parties of Germany before the similar plan 
~ of the Entente powers had secured the support of public opinion in 
Great Britain. But while Germany has begun to draw back at the 
prospect that she might get the worst of such an economic war, the 
idea had obtained a constantly increasing popularity in Great. 
Britain for the same reason. Von Gwinner, President of the 
Deutsche Bank, confesses that “the one thing that Germany’s 
highly developed industry cannot stand is that we should, by grant- 
ing one-sided preferences’ to our friends, quarrel with the whole 
world.” Indeed the German Minister of the Interior, Von Jagow, 
has practically admitted that Germany would be keaten in a purely 
economic struggle, when he says that Germany will not lay down her 
arms until the Entente has conceded her the same economic position 
as she held before the war. - 

To this demand for a return to the economic status quo the 
French have made the following answer: It was Germany which 
forced upon France in 1871—by her military superiority—the “most 
favored nation clause.” This clause forbids France to make either 
the tariff treaties and economic alliances which ara to her economic 
interest or those which might strengthen her military position. Thus 
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France was for forty-three years, to this degree, economically 
dependent upon Germany. She now declares her economic inde- 
pendence. 

1. Tom War Arter Toa WAR 


The responsibility for “the war after the war” may then be 
placed on the shoulders of either group of belligerents. Itis like the 
question of the responsibility for the war of fleets and armies; the 
problem is too complicated for a satisfactory and simple answer, 
and at the present moment it`has become of secondary importance. 
For the Entente is preparing for the coming economic war as sys- 
tematically and relentlessly as the central powers prepared for 

*the military conflict. 

Whether we lixe it or not we are involved in this economic 
“war.” Surely the greatest and most practical nation in the world 
will henceforth confine its attention to this overshadowing fact. 
Until the new world war was actually declared, there was still some 
excuse for our protest that we opposed it. That position may have 
been due to a blind and selfish nationalism or to ignorance or indif- 
ference as regards world affairs; it may have been incredibly im- 
practical in view of the fact that there was no practical reason why 
the Entente should not undertake this kind of war against its 
enemies and no practical means by which the United States could 
prevent, deter, or even moderate such action. Still as long as the 
new war had not been declared we might please ourselves with the 
hope that it would not be. That hope cost us nothing more than 
our state of mental unreadiness to meet the issue when it was pre- 
sented. We refused to face the situation until it was completely 
developed. We must face it now. 

The phrase, “the war after the war,” implies not only that the 
military war will have been finished, but that another war is to be 
added to it. On the contrary the only ground upon which the 
economic “wa” was or could have been suggested was that it will 
act largely as a substitute for military war. The longer the military 
struggle the shorter the economic struggle and vice versa. Indeed 
this fact is recognized by the Paris correspondent of such a consis- 
tent low tariff paper as The New York Evening Post, which points out 
that the economic conferences of the Allies may help “to neutralize 
the aggressiveness of Germany which otherwise might lead to a new 
war after afew years of peace.” The correspondent continues: 
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“That an economic war of some kind is bound to prolong the war of 
soldiers and guns, nobody in his senses can deny. This was the 
inevitable risk of war and Germany took the risk.” He says that 
Americans should remember that Germany had secured by treaties 
(partly compelled by war or the threat of war) a position “favored 
and privileged above that of the United States.” 

Nor is the new policy of the Entente in reality an economic war 
-——except in the figurative sense in which all competition is war. In 
this sense most of the industry of each nation is in a state of war, and 
every nation is at present in economic war against every other 
nation. In competition one does not necessarily aim, even gradu- 
ally, to reduce one’s rival to relative impotence, though compeéition. 
does often lead to economic war in this sense, especially when the 
stage of great combinations is reached. Perhaps this is the ulti- 
mate stage in all private industry. But if we do decide to call the 
economic competition of nations economic war, if we declare with a 
New York Times editorial that “the world has not yet advanced be- 
yond the stage of war in economics,” then we cannot avoid two 
conclusions with regard to the new policy of the Entente. We must 
admit that the “war after the war” is on no different fundamental 
footing than “the war before the war.” And we must admit also 
that the proposed mutual lowering of tariffs within the Entente may 
conceivably mean an increase in the area and degree of trade-peace 
greater than the proposed increase of this previously existing trade- 
war with the central powers. The economic prosperity of the United 
States is acknowledged to be largely due to the non-existence of tariff 
walls within our vast area; the success of the presens German Em- 
pire was largely due to the preceding Zollverein. Yet Herr Ballin, 
Director of the Hamburg American Line, says that one of the main 
objects of Germany in the present war is to prevent the British 
Empire from adopting a policy of preferential tariffs, and hitherto 
most Americans have seemed to sympathize with him. 

Let us admit that the world has hitherto been in a state of 
permanent economic war. Few practical statesmen would deny 
that it is this war chiefly, if not almost exclusively, that has pro- 
duced military conflicts. We must aim above all, then, at economic 
peace. Is it surprising that the chief means of attaining this 
peace, and the steps by which it is to be reached, are proving to be 
more and more of an economic order? Even military yar now rests 
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more upon industrial power than upon numbers of men or purely 
military organization. Ie it not the natural course of world evolu- 
tion that eccnomic war should gradually replace military war 
altogether—even a3 a means of compelling the minority of the 
nations to accept the plans of the majority as to international 
economic relations and world organization? 

In one sense, and one sense only, is the new policy strictly 
comparable to war. It does not aim to set up an economic balance 
of power, nor at two permanent hostile alliances. It has a definite 
object, the same as the object of the present war. It proposes to 
compel the minority among the nations to enter into the new com- 
, bination, to accept the will of the present majority as to boundaries, 
and the will cf a future and constantly changing majority as to all 
other economic questions. Like the American trusts, it does not 
aim to destroy its rivals, but tends to force them to come into the 
combination, not at their own figure, but at a figure that yields a 
handsome prcfit all round. 

But it is not to be a policy directed primarily against any 
nation. An Entente arrangement “for fostering trade among them- 
selves” that results “to the disadvantage of Germany” (the excel- 
lent characterization of The New Republic) combined with a similar 
arrangement of the Central powers does not amount to “a mutual 
boycott,” as the correspondent of the Associated Press states. This 
correspondent answers himself when he says that while an actual 
“war after the war” may not eventuate, “statesmen in both Euro- 
pean groups are discussing how they may use treaties and tariffs 
to get the upper hand in commerce” and he refers to the Germanic 
powers as having taken the initiative in this activity with their pro- 
posed Central European Zollverein. The New York Evening Post 
also remarks editorially that the Entente plan “strikes a note of 
mutual aid rether than injury to the common enemy.” But the 
mutual aid of a limited group under conditions of competition between 
nations means the relative loss of those nations outside the new 
alliance. i 

The equally staunch British organ of low tariffs, The Man- 
chester Guardian, is more constructive. It urges that Germany also 
must be admiztea into the “union of nations” as soon as her people 
“give up their faith in war and agree to work with other nations for 
world peace and “or the common good of all.” The very object of 
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the new combination is to bring Germany to realize this necessity. 
But The Guardian realizes that this may require scme time. It 
continues: i 

A union of States is to be set up against another union of States. Such 
proposals challenge our enemies to continue an economic war after this war is 
finished. If Germany shows no repentance for her plot against the world’s 
freedom; if she manifests no change of mood, then this painful thing might have 
to be. If Germany uses her commercialism as the cat’s paw‘of her militarism, 
then we must fight her commercialism, for the whole spawn of mulitariam is 
poisoned with the evil of its origin. So if the German nation were sullen after 
this war over being beaten, but not convinced of the wrong of railitarism, and if 
the nations set out to prepare for a permanent war, why, then such proposals 
might become necessary. 


t 

The Guardian is a free trade organ and advocates the proposed 
tariff union exclusively as an emergency measure. But the new 
policy is also the result of a natural evolution. Suppcse Great Brit- 
ain enacted a tariff about half as high as those of Germany and the 
United States. Would this constitute an ‘indefensible trade war? 
Suppose she then secured, by reciprocal treaties, reductions—as 
far as she is concerned—of the tariffs of Canada and Australia, ` 
and also of France and other allies. Certainly that would not be’ 
' an increase of trade warfare. Suppose she used the same means 
to secure a reduction of American and other neutral tariffs against 
her. Would not the total result be a net reduction from the present 
tariff levels? 

The key to the whole situation lies in the fact that Great Britain 
is the only important free trade nation. All the other great powers 
are not only protectionist but have very high tariffs. Therefore, by 
temporarily abandoning her free trade principle she has something 
to offer all nations. If she uses this advantage for any other pur- 
pose than to secure a reduction of their tariffs, the total world result 
will be a reaction towards a net intensification of existing trade wars. 
But if she uses it exclusively to secure tariff reductions there will be 
a net gain for trade peace, provided she enters into reciprocity 
treaties with nations having the larger part of the world’s trade. 
Now the foreign trade of Great Britain’s colonies and allies is far 
greater than the foreign trade of Germany and Austzia. And this 
is natural since the Entente has considerably more than twice the 
wealth, income, and industrial power of the Germanic powers, 
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several times their population and many times their land area—to 
say nothing of the Entente’s commercial predominance at sea. 

But it will bə to the interest of Great Britain to enter into 
reciprocity treaties with the neutrals also, especially the United 
States—and all the plans of the new economic union provide for 
sucha policy. It would, furthermore, pay Great Britain, ¿f she were 
a separate unit, to enter into a tariff treaty with Germany. If such 
a treaty seems at present unlikely it is because Germany herself, as 
well as Great Britain’s allies, would probably not consent to very 
radical reductions. 

But while Great Britain has this choice of action with all the 
nations, the high tariff nations, whether British colonies, France, 
Germany, or the United States, do not have any such option as to 
tariffs among themselves. These countries have already put their 
tariffs as low as they believe their national economic interests permit. 
They have reduced these tariffs by treaty whenever the ruling 
economic classes felt they could secure a corresponding advantage. 
Germany cannot retaliate against England except at her own cost, 
nor can the United States. Germany and the United States cannot 
enter into a radically different treaty with one another in order to 
satisfy a spirit of revenge against England without paying a heavy 
price. For they have already reduced their tariffs wherever it has 
paid their ruling classes to do so. Germany might be willing to 
make the sacrifice demanded in order to injure a military enemy. 
The United States will scarcely go beyond a business view of the 
situation. 

Nor would the United States be content to rest long in a condi- 
tion of economic isolation. In this war Great Britain and Germany 
have both recognized that military and naval isolation is no longer 
feasible, anc all American students of international affairs have 
learned the lesson. The new international economic groupings, no 
matter how partially and incompletely their union is worked out, 
show that the day of relative economic isolation, of national self- 
sufficiency, is also past. Who doubts the quickening, as a result of 
this war, of the economic interdependence of the component parts of 
the British Empire, of Germany and Austria, of Great Britain, 
France, and Italy? It is true that the United States has the wealth 
and position to remain independent for a certain period, but only at 
a high cost, at the risk of falling into an inferior position, and by 
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endeavoring to hold the economic balance of power between the two 
groups and‘ using its position for its own aggrandizement without 
regard to the effect of this policy in keeping alive the danger of 
another world war. But such an aggressive international policy 
will not long be profitable for America after the new economic union 
gets into working order. And if America can see that far ahead, 
why can we not see also that it is to our national interest to pro- 
mote this economic league to enforce peace now and to do our part 
in setting at work forces that will ultimately put an end to the 
present dangerous and costly organization of the economic world on 
a predominantly national scale? 

German public men, apparently without an important exception, 
outside of the amall group of extreme Socialists, desire to see the 
economic world remain divided into antagonistic national units 
unless—or, as the extremists put it, unt#t]—Germany is able to exer- 
cise a share of world power at least equal to all other nations com- 
bined. Even majority Socialists, like Quessel, advccate national 
self-sufficiency as against international interdependence. But the 
nation that pursues the policy of economic nationalism and con- 
tinues to pursue it, is bound to retrogress relatively. And when the 
German economist avows this policy he surrenders his right of com- 
plaint against the protective measures of the other nations. Eco- 
nomic nationalism is the cause of Germany’s failure—in go far as 
there has been a failure. 

Great Britain, on the contrary, is the classic land of interna- 
tional finance. She has more money invested in the United States 
than in her next most profitahle field, Canada—which is almost as 
independent politically as the United States—and she has nearly four 
times as much in Canada and other self-governing colonies as in 
crown colonies like India. She has almost as much invested in 
South America as in Canada, and similar proportions applied to her 
annual investments right up to the present war. Privileges and 
concessions undoubtedly exist that are based upon her colonial and 
naval power, but they evidently account for only a vary small part 
of her income from foreign investments. 

The proportion of British trade due to special national priv: 
leges was notoriously even less than the proportion of her investments 

. due to this cause. Moreover, she was absorbing a constantly and 
decidedly smaller proportion of the trade of her own colonies from 
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year to year, while Germany’s world trade was increasing more 
rapidly than England’s, even though there was no probability that 
she would replace the latter in the British colonies. 

The same general tendencies apply to France also, France 
retains very important tariff privileges as well as investment privi- 
leges with her colonies. Yet French investments in Russia were 
many times more important than her investments in all her colonies 
put together. Germany, Russia’s neighbor, her chief customer and 
provider, was certainly at liberty to fill the position taken by 
France and without making Russia a political colony. But she 
preferred a hostile attitude as shown by her tariff treaty with Russia. 
Similarly even the Belgians were deeply interested in the great 
British and French railway syndicates of China. If Germany had 
surplus capital, and had accepted the position of minor stockholder 
(like Belgium) she would doubtless have been welcome there. Yet 
the deliberate intention of her dominant capitalists not to enter into 
international finance as individuals, but only as a nation, led her to 
slight all these opportunities. 

A similiar situation exists as to international trade. German 
economists, not satisfied with complaining of the free trade or low 
tariffs between England and France and their colonies, also com- 
plain of the similar policy of Russia with her new territorial acquire- 
ments, which are contiguous, and so part and parcel of the country. 
They might as well protest against the greater free trade area of the 
United States—or the superior climate of Australia. 


2. Ax Economic Lnagun to Enrorcr PEACE 


Permanent peace requires a certain degree of world organiza- 
tion. The degree of organization needed to make war altogether 
impossible will not be attainable at a single step. And it is further 
recognized thai, no matter how incomplete the first step may be, it 
will probably fail to secure the endorsement of all the nations during 
a certain transition period. A bare majority of nations would not 
constitute a sufficient force even to begin with any of these plans. 
But a considerable majority, including nations that represent say 
two-thirds of the world’s industrial and military power, would be 
quite sufficient. Even a somewhat smaller proportion might suffice, 
as part of the nations remaining outside might be in no way hostile 
to the dominant combination, but only too weak to feel able to make 
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their financial contribution to its world program or to be certain of 
enjoying a full share of its benefits. 

The final aim of all peace plans is and must be complete world 
organization. In every plan a negative automatic pressure is to be 
‘exerted on all outside nations to draw themin. And in case a hostile 
nation or group of nations aims to break up the dominant combina- 
tion, this pressure becomes positive. 

Sea power is by its very nature indivisible; a nation or group of 
nations which controls any considerable part of the sea controls it 
all. Therefore, as international organization develops it will almost 
of necessity gain the support of the sea powers before it has the sup- 
port of the land powers. The sole important economic function of 
the sea is to serve as an international trade route, while this is only 
a secondary economic function of the land. The development of 
sea-trade tends to tie the sea powers together, land interests keep 
the land powers apart (except as they unite temporarily the better 
to wage war). The half-way step to the internationalization of all 
international trade routes must thus be the predominance of sea 
powers, and not of land powers. 

A sufficient volume of international trade would so bind the 
nations together as to make war highly improbable. Indeed they 
would soon become so interdependent economically as to’ make it 
almost impossible. This end would be secured by a world-wide 
system of reciprocal tariff treaties. H. N. Brailsford, one of the 
leading British pacifists, in his last book, reaches the conclusion that 
peace can be made secure only by such a Zollverein. But suppose 
that the central powers, representing less than one-sixth of the 
world’s trade and hardly a fifth of the world’s wealth, income and 
productive ability refuse to enter into such a Zollverein, unless on 
terms unacceptable to the other powers. Should its formation be 
indefinitely postponed, or should it not be hastened by the fact that 
automatic economic pressure would then force the minority parties 
all the sooner to enter into the combination? 

Another promising recommendation of the Allies’ economic 
conference is international governmental action “for the establish- 
ment of direct and rapid services of transportation by land and sea 
at reduced rates.” The war has already brought a high degree of 

- international operation.of the shipping of the Entente. This new 
policy would be a first step in international government ownership 
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or international state socialism. All outside powers would suffer 
negatively from such a powerful shipping combination. But would 
it not be the first step towards a world-wide organization of shipping? 

If a League to Enforce Peace ever comes into existence at all 
it will be an Ezonomic League. Along purely political lines such an 
international organization is altogether impracticable. Any defi- 
nite political organization would at once bring up the insoluble 
question of relative voting power. Is Montenegro to have one vote, 
the same as Russia or France? The question proved to be insoluble 
at the Hague and authorities like John Bassett Moore believe it to 
be permanently insoluble. Yet the problem cannot be avoided. 
The cost of an international police or national armaments held in 
readiness for international use, would have to be distributed. And 
many other ecually difficult international economic problems would 
have to be faced. 

Such international organization is unthinkable unless sufficient 
economic unity is already present among the combined nations to 
assure a common attitude on the most vital issues. Moreover, 
where an opposition did exist on a vital issue means would have to 
be at hand for exerting a pressure to prevent secession. Some day 
international trade may have so developed as to bring about the 
necessary degree of unity among a large part of the nations and to 
furnish the means of restraining seceding minorities. But inter- 
national trade has not reached that point today, unless between the 
United States and Canada, and between Germany and Austria and 
their smaller neighbors. 

However, there is another unifying economic force, international 
investment. Great Britain has invested a fifth of her wealth in 
foreign lands. If we add to this her shipping and shipbuilding 
interests and the expenditures of colonists and foreigners visiting or 
residing in Great Britain, a very large part of her income is due to 
foreign investment. France is in a similar situation, and many 
other nations are deeply involved, either as borrowers or lenders, in 
the web of international finance. In so far as governments are the 
expression of financial interests of this character, none of the prob- 
lems of a widespread international economic league need prove 
insoluble. The financiers of the smaller nations would maintain 
the same attitude to those of London and Paris as in private affairs 
at the present time. Provided they are guaranteed an approxi- 
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mately just share in the profits, they yield control to the larger 
financial powers. An international conference of financiers, already 
engaged in common undertakings of a private character and mutu- 
ally interdependent, would manage to reach compromises where a 
conference of diplomatists would reach a deadlock. 

If a League to Enforce Peace comes into existence, it will be a 
league that concerns itself from the first with constructive economic 
problems and not merely with international law, justice, or morality. 
It will be neither judicial nor legislative but administrative in the 
sense that financiers administer a nation’s industry. Internaticnal 
governmental conferences directly or indirectly controlled by finan- 
ciers would be as far as possible from leaving the economic or politi- 
cal organization of the world in the statu quo ante. They would 
respond at once to the change in economic conditions and relations 
due to the constant development of new forms of transportation and 
new trade routes, the discovery of new resources and new industrial 
processes and the appesrance of new human needs. Nor need they 
represent large capital alone. In France, some of tha great barks, 
under governmental control, try with a certain measure of success 
to serve the small investor, and the same is true of several other 
countries where middle-class governments are powerful. Financial 
plunder continues, but the proportion of the total capital of the 
country that goes in this way is relatively small. And finally, when 
the governmental control reaches the point it has attained in 
Australia, even the interests of the small farmer and artizan are 
consulted. 

A League to Enforce Peace, if controlled by such financial 
interests and economic purposes, would assume a business-like 
attitude and not an attitude of hostility to nations outside the 
League. It would endeavor to bring the other nations into the 
combination, to the greater profit of both parties—just as the great 
industrial combinations did with their rivals. For this purpose it 
would always find economic pressure more economical than military 
force—unless the outside powers become exceptionally aggressive 
or menacing. 

The United States Chambers of Commerce have already en- 
dorsed the League to Enforce Peace and the use of economic pressure, 
where possible, as a substitute for war. They are in favor of a boy- 
-cott against any nation that “‘goesto war” without arbitration. Such 
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an improvised boycott would not only be too late to be effective, it 
would also be impossible of execution. As the opposition in the 
chambers of ecmmerce pointed out, the cost of a boycott would almost 
certainly fall ranore on one nation of the league than on another, and 
the more burdened nation would refuse its consent. If, in quiet 
periods, when there is plenty of time and no crisis is at hand, it is s0 
difficult to arrange a reciprocity treaty between two countries, how 
much more difficult it would be to arrange an international boycott 
in an emergercy. Moreover such a boycott would be applied only 
for a relativel short time and at the moment when it would be least 
effective against the aggressive nation, already entered on its way- 
ward course. To be effective, economic pressure must be applied 
steadily, systematically, and throughout a long period. It need 
not go by as far as a boycott in the methods employed, but it must 
go further than a boycott in its objective. It must aim, not merely 
to enforce the will of the great majority of nations in an emergency, 
but to compel the definite acceptance of the pri ieee of ma, co 
rule. 

As soon as the league succeeds in establishing aa 529 rule 
among the netions—in fact in order to reach this point—it must 
proceed in the direction of removing the economic causes of war. It 
must make partial world arrangements as to trade routes and ship- 
ping anda partial series of reciprocal tariff treaties. Thisisnot trade 
war, except incidentally. It is rather a lessening of trade war and a 
gradual enlarzement of the areas of trade peace, a process which is 
the prime fac; in all economic history, the chief secret of the success 
of Germany and the United States, as well as the British Empire. 
The enlargement of trade areas, like the enlargement of industrial 
units, is the very measure of progress, and is widely accepted as such. 

This system of international reciprocity treaties, embracing 
trade with one nation after another until gradually all foreign trade 
is included, is equally remote both from free trade and from protec- 
tion along nazional lines. Yet the principle of reciprocity is already 
accepted by a majority in both high and low tariff camps. The 
opposition comes not from finance, capital, or business as a whole, 
but from parzicular interests which are operated on the basis of the 
practical prohibition of imports at the cost of other industries which 
might develop expcrts far more profitable to the business of the home 
country considered as a whole. Before the war these parasitic 
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interests were so entrenched that there was little hope of uprooting 
them, even in order to secure valuable new markets. But now 
Great Britain will compel us to reconsider the whole reciprocity 
question. And surely in reaching a decision we shail consider the 
fact that the future peace of the world is also at stake. Even aside 
from the cost of a possible war or preparation for a war in which we 
ourselves may be involved, the certain disturbance of world trade 
from another world struggle should have some weight. 

The issue is clear—it is economic nationalism against economic 
internationalism. Is the United States to aim solely to increase 
its economic self-sufficiency, or is it to enter consciously into the path 
that leads towards the economic interdependence of nations, the 
increase of the dependence of other nations on the United States and 
of the dependence of the United States on other nations? Up to the 
present there has been a steady if slow gain of interdependence 
throughout the world, especially during the last century—which 
marks the rise of modern science, industry and democracy. In 
spite of the efforts of Germany, France, and other nations, this be- 
neficent economic tendency continued even after 1870. Shall the 
United States further this tendency? Shall it set its face towards 
the future by adopting a policy of economic internationalism as fast 
as conditions permit? Or shall it set its face towards the eighteenth 
goal of economic self-sufficiency? 


BRITISH OVERSEA INVESTMENTS, THEIR GROWTH 
AND IMPORTANCE 


z By C. K. Hozson, - 
London, England; Author of The Export af Capital. 


In the great European struggle, it may well be that the finan- 
cial resources of Great Britain are destined to play a decisive part. 
The magnitude of the esonomic efforts which have been put forth 
by the British people is generally recognized. It may be recalled 
that within two years, means have been discovered to organize and 
fully equip a new army numbering millions of men; while at the 
same time t1e foundations of British power at sea have been greatly 
strengthened; and in addition it has been found possible to place 
at the disposal of the Allied governments gigantic sums for the 
purchase of munitions and warlike stores. An official estimate 
puts the amount of loans and advances by Great Britain to the 
Allies at no less than £1,500,000 daily on an average during the 
current financial year. Who can doubt that this financial assistance 
has been of inestimable service to the Allied cause? It is clear, for 
example, that the recovery of Russia after her prolonged misfor- 
tunes in the summer of 1915 was greatly facilitated by British assist- 
ance in the provision of military equipment. Again, it is largely 
British finance that has enabled the Belgian and Serbian armies to , 
remain in the field as an effective military force. 


Great Barram’s Am TO Her ALLIES 


The financial assistance that Great. Britain has rendered to the 
Allied governments, has largely taken the form of paying for their 
external purchases. It is true indeed that vast quantities of muni- 
tions and equipment have been manufactured in the United King- 
dom and exported to France, Russia and other Allied countries at 
the cost of the British government. On the other hand, the Allied 
governments have desired to obtain large quantities of ammuni- 
tion, arms and supplies in other countries, e. g., in America or in 
Japan, and have in many cases called upon Great Britain to meet 
the cost of these purchases. This has been one of the most difficult 
problems which British finance has had to meet. France and Russia 
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have, it is true, obtained loans in America and elsewhere, and to 
that extent the financing of purchases which they were themselves 
unable to pay for at the moment has been shifted onto shoulders 
other than those of the British government. It has, however, 
rested with the British government to finance a very great amount 
of the foreign purchases made by the Allied governments. Great 
Britain has been in a position to do this largely in consequence of 
the enormous quantities of capital which she has loaned to the 
citizens and governments of foreign countries, or invested in British 
companies carrying on business abroad, in years gone by. She has 
been able to call in foreign credits and maturing obligations and to 
realize by sale or by using them as collateral for loans, vast amounts 
of American and other securities which have been aceumulated in 
time of peace. 

Never has the magnitude of the financial pull which London 
has become able to exercise over the rest of the world been so clearly 
manifested as during the present upheaval. The mere threat of 
war was sufficient to cause all the foreign exchanges to move vio- 
lently in favor of London, and the machinery of payments broke 
down because a crowd of foreign borrowers was trying to transmit 
money to London in payment of obligations falling due, and scarcely 
anybody was trying to transmit money the other way. The vaat 
purchases of stores and munitions which had to be paid for, both on 
account of the British war services and on behalf af the Allies, 
coupled with a great falling off in the export trade from the United 
Kingdom, caused the foreign exchanges to move gradually against 
Great Britain soon after the outbreak of war. But even after two 
years of war, during which hundreds of millions sterling have been 
withdrawn or borrowed from abroad and lent to tha Allies, the 
foreign exchanges on London are much nearer to the normal than 
are the exchanges of any other belligerent country. This-is a clear 
testimony to the substance and credit of the British nation. The 
task of finding so many millions to make payments abroad has, 
however, proved no easy one. The British government has had to 
act boldly and drastically, especially in connection with the schemes 
for mobilizing American and other foreign securities. Cn the whole, 
however, it is probable that the limits of the Allied purchases abroad 
have hitherto been fixed rather by shortage in the supply of goods 
and equipment of the kinds required than by inability to foot the bill. 
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This rough estimate of the value of British foreign investments 
to the Britisk nation, and to the Allied cause generally, during the 
present war, is given by way of introduction to what is the main 
purpose of this article, namely a discussion of the nature of British 
investments! prior to the war, of their growth, distribution and 
extent. 

EARLY BRITISH INVESTMENTS 


British foreign investments have been built up gradually and 
somewhat unostentatiously during a century past. It is hard to 
fix a date at which foreign investment began, for traces may be 
found in the sixteenth and seventeenth centuries and even earlier. 
The sums involved, however, were very small according to modern 
notions, and she same was true even in the eighteenth century. A 
considerable capital was indeed represented in the East India Com- 
pany, and investment in the West Indian plantations and in the 
American colonies attained a certain importance, It appears prob- 
able, howevez, that during the eighteenth century Great Britain 
was on balance a debtor rather than a creditor’country.. The de-. 
mand for capital which accompanied the industrial revolution, and 
the large government borrowings necessitated by prolonged wars, 
attracted to Great Britain a considerable amount of Dutch capital 
for investment in te national debt, in Bank of England stock, and 
in other enterprises. 

The commencement of a rapid development of British foreign 
investments may be dated at the year 1815. During the Napoleonic 
wars, very litsle had been done in the direction of extending foreign 
investments. Accumulations of capital were absorbed in financing 
the war; in paying subsidies, amounting altogether to some £46,- 
000,000 in cash, exclusive of a large amount supplied in kind, to 
continental allies; and to some extent in industrial development at 
home. When the war stopped, surplus energy found vent in a 
marked extension cf British investments abroad and a reduction of 
foreign investments in Great Britain. Large loans were made to 
impoverished continental governments, while considerable foreign 
holdings of British stocks were bought back from Dutchmen and 
others. A big bocm, culminating in 1825, was characterized by 
speculation in every kind of foreign venture, conspicuous among 
them being Scuth American mines and South American government — 


1 A fulleracodunt is given in my book, The Export of Capital. (Constable) 1914. 
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loans. During this period, too, there was apparently some invest- 
ment in’ United States bonds; and at a somewhat later date substan- 
tial amounts of American canal, state and railway bonds began to 
be bought by British investors. The advent of the reilway indeed 
opened up a new era to the investor, and from the ’30’s onwards 
large and increasing sums were placed by British investors in 
American railways. Some companies, indeed, were controlled from 
the -beginning by British capital. Rails and materials were to a 
large extent sent from Great Britain, payment being made in bonds. 
In Europe, British capital-also became actively engaged in the estab- 
lishment of manufacturing industries, and later, in ccnstruction of 
railways, many of the Belgian and French lines being largely 
financed in London. 

These two fields of investment, the United States and Europe, 
took for a time the great bulk of British capital invested: abroad. 
Other outlets, however, gradually increased in importance. Invest- 
ment on the continent of Europe was on occasions checked by 
political considerations, notably by the disturbances of 1848; and 
at a later date the growing wealth of France and other continental 
countries led British investors to seek more profitable openings for 
their capital elsewhere. America continued to provide attractive 
openings for British capital, although the amount invested fluc- 
tuated according to industrial and commercial circumstances from 
year to year, and the outbreak of the Civil War gave a set back to 
investment from which it took some years to recover. The British 
colonies, including Canada, Australia and India, began to attract 
more of the investor’s attention, and at a somewhat later date South 
America, South Africa and the Far East became prominent as fields 
for investment. 


VARIATIONS IN THE AMOUNT AND NATURE oF INVESTMENTS 


Capital flowed out, on the whole in increasing quantities, in 
spite of great variations from year to year. Scarcely evér did a 
year pass, without some addition being made to the quantity of 
British investments abroad. One of the few exceptions was 
during the early ’70’s. For two or three years British holdings of 
capital abroad appear to have been actually diminished, by with- 
drawal of capital. This was during the period of depression which 
followed the boom of 1872-8. That boom had been preceded and 


BRISA OVERSEA INVESTMENTS _ 27 


accompanied by vast issues of foreign government loans and of all 
kinds of other bonds and shares on the London market. During 
the world-wide depression which ensued, numerous governments 
defaulted in their interest payments, and railway companies went . 
into the hands of receivers. Confidence in foreign investments was 
therefore for some years shaken, and investors sought openings for 
their money at home rather than abroad. 

In the early ’80’s conditions again became favorable for in- 
vestment. The fields which came perhaps most prominently into 
favor were Australia, and during the later part of the decade South 
America. The securities of railways in the United States were also 
readily absorbed, as they had been during each period of expansion 
since the beginning of the railway era. In Canada, this was the - 
time of the construction of the Canadian Pacific Railway. In 
South Africa, the gold and diamond discoveries of 1884-5 resulted 
in the flotation òf hundreds of mining companies. The boom, how- 
ever, was accompanied by a good deal of injudicious speculation, 
and culminated during the early ’90’s in a series of crises in 
various parts of the world which checked the export of capital for 
a number of years. A collapse in Argentina in 1890-1 was followed 
by a‘slump in South Afrisan mining shares and paralysis in Aus- 
tralia. The business position in the United States also became very 
unsatisfactory, largely as a result of the uncertainties connected 
with the free silver agitation; and many railways went into the 
hands of receivers. Consequently, the ’90’s were a period during 
which comparatively little British capital flowed abroad. There 
was, indeed, a not unimportant movement to withdraw capital 
from America by selling bonds held in England back to New York. 
This, however, was only temporary; for at a later date the movement 
of British capital to America was resumed, though the flow in that 
direction became smaller than before relatively to the-flow in other 
directions. 

The export of British capital showed signs of recovery in 
the late ’90’s, but the movement was stopped short by the South 
African War, which absorbed much capital that would otherwise 
have been available for investment. Two or three years after the 
close of the war, however, the outflow of capital began rapidly to 
increase, and the volume of investment soon attained unprecedented 
proportions. ; 
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RAPID GROWTH IN THE Present CENTURY 


The vast extent of the export of capital during the opening 
years of the present century is indicated by the fcllowing figures 
of new capital issues for investment in the colonies and abroad 
compiled from tables published in the Economist: 


£ i £ 

LOOD S 27,907,000 1908.............0006. 142,152,000 
1902... . cece eee eee 57,126,000 1909............000-ee 163,675,000 
1: i rnnsserneanii nis 63,591,000 1910.................. 207,148,000 
L904 6 ois oo E ET 72,925,000 1911............. 20a 165,614,000 
1006 5 sis chai okies 120,497,000 1012..............00.. 165,514,000 
1806 ois ai seseiens dco towns 81,006,000 1918.................. 160,586,000 
1007........... Eeen 90,560,000 


These figures cannot be taken as an exact measure of the 
export of capital, since there is a large amount of private invest- 
ment abroad, and securities are continually being bought from 
abroad and sold abroad. Nevertheless, the figures sufficiently 
indicate the vastness of the outflow of British capital for some 
years before the present war. 

It is of interest to analyze the statistics of capital issues accord- 
ing to countries of destination. This has been done in the Econ- 
omiat for a few years back, and the figures are here reproduced. 

It will be seen that the new issues for investment in foreign 
countries have been, on the whole, somewhat larger than the issues 
for investment in British possessions. The most prominent indi- 
vidual country, however, has almost without exception been Canada. 
The United States has followed next in order of importance, and 
behind have come Argentina, Australasia and Brazil. Less capital 
was raised for India and Ceylon during the second taree years than 
during the first three; but for Russia, on the other hand, more was 
raised in 1911-3 than in 1908-10. 


TEHE Acarecatn INVESTMENT AND Its GEOGRAPHICAL 
DISTRIBUTION 
The amount and geographical distribution of the aggregate 
capital publicly invested by British citizens in the colonies and in 
foreign countries are estimated by Sir George Paish? to have peen 
as follows, at the end of December, 1913: 


2 Seo The Statist of February 14, 1914. e 
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DESTINATION or New Carrrat PUBLICLY Issuep $ 





Amounts in £1,000’s 


1909 | 1910 | 1911 1912 | 1913 






British Possessions 

India and Ceylon 13,146 | 15,336 | 17,992 
South Africa 6,210 | 11,202 | 3,379 
Canada 27,827 | 26,814 | 36,882 
Australasia 4,028 | 11,380 | 13,385 
Other British Pos- 

sessions 7,439 9,936 | 20,740 
Total British Pos- : 

seasions 58,650 | 74,758 | 92,378 

Foreign Countries 

Russia 3,810 9,472 | 3,919 
Finland we 2,328 143 
Denmark 2,121 488 1,089 
Sweden 2,940 881 = 
Norway de 881 50 
United States 21,472 | 15,905 | 39,590 
Brasil 12,992 | 9,219 | 11,814 
Argentina 15,013°} 21,788 | 22,865 
Chie . 1,299 4,098 4,685 
Mexico 8,113 9,110 | 5,087 
Central America 16 | 1,592] . ° 35 
Other 8 American 

Republics 4,226 | 2,616 | 3,141 
China 5,031 740 1,610 
Japan $ 2,920 4,723 ei 
Austria Hungary 4,008 
Bulgaria 3,604 
Greece 1,572 
France i 900 
Turkey : 1,431 
Germany and Pos- 3,550 5,626 

sessions 794 
Dutch East Indies 4,383 
Cuba 1,916 
Philippine Islands 404 
Other Foreign : 

Countries 1,635 
Total Foreign : 

Countries 83,502 | 88,917 | 114,765. | 100,619 
Total British Pos- 

sessions and For- 


eign Countries 142,152 | 163,675 | 207,148 | 165,614 
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Inpra ann CoLonmws £ 
Canada and Newfoundland..................eeeeeees 514,870,000 
Australias erennere e ee Mage e aa a AREN 332,112,000 
New Zealand ............cccceccececceueuueeeees 84,334,000 
Bouth Afrik.. cccnec lcs reae n iena dase saan te 370,192,000 
West Aftics inci wicks vate ceased ees Bees ENT 37 805,000 
India and Ceylon. ... 0.0... ccc cece eee cee . . 878,776,000. 
Straits Settlements...... eden E GREAR ‘ 27,293,000 
Hong Mong s.2.02oe. aeaa aa ra ale eeke dees 3,104,000 
British North Borneo...........0..0 sacaran corrr 5,820,000 
Other Colonies «0565. cneiwc di sold tases ta sieees jes 26,189,000 
Total India and Colonies...............000cceee eens 1,779,895,000 
Foriegn COUNTR®S £ 

United Btates.......n... ce cc cee cece eevee eee 754,617,000 
CUD ocs3eg E ENES nod oli c Ge SPO Weeds Saeco sheen 33,075,000 
Philippines. o cnacas tn Bs occa nye bain be i ds Wea e 8,217,000 
Argentina................. Sau enaena mae ewwe vars 319,565,000 
Bras 4 esis ie ae eo NS Sh ech ASEH DEES AEO aT 147,565,000 
Merito 20s idan ee ineen eE EE awe Eo, 6A SS are ai 99,019,000 
Chla sasaat rarase iae D EEEE a EEE eos 61,143,000 
Uruguay... cece cece penade ws ahuleeicare eels were ete 36,124,000 
POLS sie ioc aan a G E E aE bees EGEA 34,173,000 
Miscellaneous American... 2.0... ce ccc eee cee eee eees 25,538,000 
RUssiG 5, 5.5 seco creas nad iss coed EE  Sigahieve. Sige ayslane 66,627,000 
Peypi ses wise Mais ceaileea A a cused weed eee See veers 44,912,000 
BAIN 5.65 obs Gat ag oe hares oes sa i eae Oh ee Dare ae eee s 19,057,000 
TUKOY cise 00 Gd boc ats. eta e Wie RN Sw USES ODI aESS 18,696,000 
AGAIN Yd. scious ‘ecto wk eta eae a N ee EE deers oie 12,440,000 
Porte eyewear a ial a 8G bared vag eand Ree a aS 8,136,000 
PIANC 60.6450. Sd dajeeasanns ODARE rine sewn ee eee 8,020,000 
Germany. vi ides dic edt enc ewad «vals ceadundeekee tee 6,364,000 
Miscellaneous European... . 0.0... cece cece eee ee eeeee 54,580,000 
DRDOD 6 5262005 4 Wiciars nore ea ee 515 Oa E HOE Se ak 62,816,000 
Chha a adrera iV acids Reet eai e Ee 43,883,000 
Miscellaneous Foreign. ... 2.0.20... cece cece eee ween 69,697,000 

"Rotel: Foreign sa sai oe dle eet eS Ea owas 1,934,264,000 

Grand Total.. s.,s .ccceeeeeeeeeeeeees Seiwa 3,714,259,000 


This total does not include a large amount of capital privately 
invested abroad, and Sir George Paish estimates that, were this 
added, the total British investments in the colonies and abroad 
would amount to £4,000,000,000. While it must be remembered 
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that capital publicly subscribed in London may, and to a consider- 
able extent does, actually belong to foreigners, and Sir George 
Paish’s estimate to that extent possibly overstated the amount of 
British investments, at the end of 1913, it is probable that by the 
end of July, 1914, a further £100,000,000 had been added to the 
amount of British investments, whatever the figures might have 
been at the end of 1913. The annual income accruing from these 
investments at the time of the outbreak of war can hardly therefore 
have been very far short of £200,000,000 per annum. This income 
is derived in the main from railway bonds and stocks, and from 
foreign and colonial government securities. Sir George Paish 
estimates that of the capital publicly invested in the colonies and 
abroad no less than £1,521,014,000 was invested in railways and 
£959,523,000 in government securities. The principal other items 
are mines £272,789,000; finance, land and investment companies 
£244,187,000; municipal loans £147,547,000; commercial and 
industrial securities £145,332,000; tramways £77,790,000; and 
banks £72,909,000. 


Causes anp Ervects or Tms Winn DISTRIBUTION. 


The wide geographical distribution of British investments, as 
shown in the table above, is worth studying. By far the largest 
sums have been invested in the United States, Canada, India, 
South Africa, Australia and Argentina; but more or less important 
amounts have been invested in practically every other country. 
On the whole, investments on the continent of Europe are small. 
Sir George Paish’s figures show that for all European countries 
together the amount is less,than £200,000,000, which is only about 
5 per cent of the total investments. This has been a very fortunate 
circumstance for Great Britain in the present war, for it has meant 
that British investment interests in the principal area of disturb- 
ance have been small. The homeward flow of interest on invest- 
ments in other quarters of the world has continued practically 
unhindered, while enemy states have not been able to put obstacles 
in the way of sales of securities to foreigners in payment for muni- 
tions and supplies. The cases of France and Germany have been 
very different. A large part of the foreign investments of both 
countries are in Europe, and especially in Russia. The suspension 
of most of the Russian export trade, as a result of the war, made it 
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difficult to effect payment of interest-on capital invested there, and 
to some extent it has only been possible to obtain inzerest payments 
by making further advances. In the case of Germany, the utility 
of her investments in Russia was, of course, nil, and the same applies 
tothe not inconsiderable investments made by Germans in the 
British colonies. No interest or dividends are pegeid to Germans 
during the war, and transfer to neutrals is stoppéd. 

The causes of the wide distribution of British investments must 
be sought in the history of British trade relations and British colo- 
nial expansion. It was natural that trade should be directed largely 
to the colonies, which a common language and common institutions 
tended to draw close to the mother country. Despite political 
disagreements, identity of race and language has been a potent 
influence also in encouraging intercourse between Gzeat Britain and 
the United States. The importance of the British mercantile ma- 
rine also facilitated trade with other countries in distant parts of the 
world. Out of trade developed investment, and thus gradually was 
built up the imposing structure of British overseas investments. 


Toe DIFFERENT NATURE OF FRENCH AND GERMAN 
INVESTMENTS 


Very different have been the circumstances of French and Ger- 
man investors. The development of France industrially and finan- 
cially took place at a considerably later date than that of Great 
Britain, and the sums invested abroad at the outbreak of the pre- 
sent war were correspondingly smaller, amounting perhaps to 
£1,800,000,000. French overseas trade too has always been much 
smaller than that of Great Britain, while the course of events in the 
eighteenth century deprived her of most of her large colonies in Asia 
and America. The Frenchman, therefore, has exh‘bited a marked 
tendency to concentrate his investments in Europe, in Egypt, and in 
his North African colonies, though French interests in other parts, 
notably in South America, Mexico and the Transvaal, are consider- 
able, and were, at any rate so far as concerns South America, grow- 
ing in importance for some years before the war. 

German investments abroad also began at a much later date 
than British investments, and have grown more slowly. At the out- 
break of the present war they did not perhaps greatly exceed £1,- 
000,000,000 in amount, and were to some considerable extent offset 
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by investments in Germany on the part of foreigners. Germany, 
like France, had until recently no large field for investment in the 
colonies, and her overseas trade is quite a recent growth. Con- 
sequently Germans were inclined to make their' investments in 
neighboring European countries rather than far afield. As in the 
case of French investments, an important part is represented by 
holdings of Russian bonds, railway and industrial securities. Ger- 
many also has important interests in Austria Hungary, Italy, 
Roumania and the Balkans. Though German investments are pre- 
dominantly represented by European securities; German holdings 
of American railway and other bonds and stocks are (or at any rate 
were before the war) considerable in amount, as are also her holdings 
of South American stocks and South African mining securities. 

There is another feature of British investments which may also 
most cohveniently be indicated by contrasting it with French and 
German investments. This distinction depends upon the great 
differences which exist between countries in regard to the distri- 
bution of the ownership of capital among different classes. In 
Great Britain, the ownership of capital is distributed more unevenly 
than in either France or Germany. Investors represent a com- 
paratively small section of the community. The control of large 
amounts of capital is thus vested in comparatively few hands. In 
Germany, and to an even greater extent in France, the small in- 
vestor controls a relatively large part of thetotal capital available for 
investment. The French peasant is proverbial for his thrift and the 
number of accounts open at the savings banks and the entries in the 
Grande Livre of the French national debt alike testify to his finan- 
cial importance. 

It is difficult to form an opinion as to what has been the effect 
upon investment policy of the uneven distribution of the owner- 
ship of capital in Great Britain. No doubt concentration of capital 
in a few hands facilitates the promotion of large schemes of invest- 
ment in distant parts of the world. The wealthy investor is, on 
the whole, better educated in financial affairs than the small in- 

~vestor, and it is probable that he is able to select his investments in 
distant fields with more discretion than the small investor, and to 
obtain a higher return on his capital without running undue risks. 
The characteristic of the small French investor is his caution; he 
prefers government securities or debentures yielding a low fixed 


mM 


34 TEE ANNALS oF THE ÅMERICAN ACADEMY 


interest. On the other hand, the small British investor, whose 
psychology is different, is somewhat apt to allow hirnself to be car- 
ried away by golden promises and to lose his capital in speculative 
ventures. It must, of course, also be borne in mind that very large 
holdings of foreign securities are in the hands of banks, insurance, 
finance and trust companies, etc., which accumulate and control 
the capital of individuals, many of whom may be comparatively 
poor. Many millions of the American securities which have been 
sold in New York or deposited as collateral for loans with American 
bankers during the present war belonged to institutions of this kind. 


Tue Errects OF THE WAR 


In concluding this survey of British foreign investments a few 
words may perhaps be said about the future. The European war 
has wrought great changes in the sphere of investments, as in other 
spheres. From the point of view of Great Britain, the main factors 
have undoubtedly been the extensive realizations of the more liquid 
and saleable assets in various parts of the world and the vast loans 
which have been granted to the Allied governments. The principal 
result of the former movement has been a vast pouring back into 
the United States of American securities slowly accumulated during 
the past century. Of the latter movement, the details are less 
fully known, but it may safely be asserted that some hundreds of 
millions sterling withdrawn from the United States have been lent 
to Russia. No doubt the sums lent to the other Allied governments 
are considerably smaller. 

It may be presumed that the amounts lent to the Allied govern- 
ments will remain after the war as a debt due. It appears not un- 
likely, however, that the ownership of the debts due from the Allies 
will be transferred from the British government to individual in- 
vestors by the issue of loans on the London capital market, the pro- 
ceeds of which will be handed over to the British government. 
This, however, would be largely in the nature of a bookkeeping 
transaction from the national point of view. The opinion may 
further be hazarded that the war will have to a considerable extent 
a permanent influence upon the distribution of British investments. 
It appears certain that the financial position of America will be much 
strengthened both absolutely and relatively to other countries. 
Even before the war the United States was becoming less dependent 
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upon Europe for its suppliés of capital, and was even investing 
abroad in Canada and in South America. The inference appears 
to be warranted that the British investor will not fully regain the 
position which he held in the United States beiore the war. Doubt- 
less there will be a partial recovery both by the repurchase of Ameri- 
can securities, and especially by the repayment of money borrowed 
upon collateral securities deposited in America, but it will probably 
not be complete. The future of the British investor in Canada and 
in South America appears to be better assured, although even in 
those fields there may be more competition from the United States 
than before the war. 

Another effect which the war appears likely to exercise upon the 
distribution of British capital is to encourage investment in Russia. 
Doubtless Russia will for many years have to borrow in order to pay 
the interest on‘the huge debt which she will owe. It appears prob- 
able that British interest in Russia, increased by the war, will be 
widened to embrace a keen desire for the development of the coun- 
try, resulting in extensive investments of British capital in Russian 
railways, municipel loans, mines, manufacturing industries, etc. ` 
The likelihood of such a movement appears to be enhanced by the 
fact that for some years before the present war the flow of British 
capital to Russia had been increasing. 

With regard to the general question of the amount of British 
capital exported after the war, it does not seem likely that this will 
be permanently affacted. The general conditions which have made 
Great Britain a creditor country will remain substantially unaltered. 
It is possible that the amount of capital exported may for a time be 
small as compared with what it was before the war, but there is no 
reason to doubt that the flow will sooner or later recommence in 
large volume. If, as there is cause to expect, new habits of economy 
and thrift have been acquired during the war by various sections of 
the population, it may well be that the accumulation of capital in 
Great Britain and the outflow for investment overseas will speedily 
attain new records. 


THE AMOUNT, DIRECTION AND NATURE OF 
FRENCH INVESTMENTS! 


By Yves Guyot, 
Editor, Journal des Economists, Paris. 


It has been the fashion, in official speeches, in parliamentary 
reports and debates, to state that “France is the great banker of the 
world, that she is creditor everywhere and nowhere debtor”; and 
at the same time to say: ‘There is no capital left in France for 
French undertakings.” M. Briand, President of the Council (Prime 
Minister), speaking in -1909, stated: “French gold streams over 
the entire world. If we may be allowed to express anxiety or 
regret, it is because none remains in the country itself.” M. 
Raymond Poincaré, then Minister of Finance, now President of the 
Republic, said: “France is an indefatigable creator of wealth. She 
works, she produces, she economizes, and that is why her market is 
always the biggest reservoir of capital in the world.” And he 
added: ‘‘Perhaps it might be better that the largest portion of this 
wealth be employed in commercial and industrial undertakings.” 

For the authority of these important personages I regret to 
state that before uttering such words they should have studied the 
facts. It is not exact that France is “the greates; reservoir of 
capital,” or “the greatest banker of the world.” <A glance at the 
London market suffices to set aside such an assertion. The flota- 
tions of securities on the London market are far more important than 
those of the Paris market. British investments in the colonies and 
abroad are, according to Sir George Paish, estimated at 100 billion 
francs; those of France at 40 billions. The London Bank deposits 
were three or four times as great as those of Paris. Finally we have, 
as international currency, the draft on London whose prestige is due 


1 Principal references. Annuaire des valeurs cotés à la Fourse de Paris, 
pubhé par la Chambre Syndicale des agents de change. (N’s pes paru depuis la 
guerre.) La Statistique internationals des valeurs mobilières. X° rapport présenié au 
nom du comaté des finances de |’ Institut international de statistique, par Alfred Ney- 
marck, à la session de Vienne, 1913. (Publié en 1916).—Le Marché Financier par 
Arthur Raffalovich, 23d année 1913-1914 (publié en 1915) et années précédentes 

36 A e 


FRENCH INVESTMENTS 37 


to free trade, to the liberty of the London market and to the gold 
standard which has been established there since 1816. 

According to the Census of Production of 1907, drafted for the 
United Kingdom by Mr. W. Flux, and published in -1911, the 
available capital at the close of the year amounted that year to 
340 to 400 millions of pounds, or about 8 and a half billions of 
francs. In France, the yearly scope of savings was estimated at 
about 3 billion francs. ' 

How were these available funds distributed? MM. Briand 
and Poincaré were acting as the spokesmen of the financial protec- 
tionists when they denounced the investment of capital out of 
France. A publicist named M. Letailleur, writing under the name 
“Lysis,” directed a violent campaign against the large discounting 
houses which he denounced for “draining French capital away to 
foreign countries, and depriving trade and industry at home there- 
of.” A professor of political economy at the University of Nancy, 
Mr. Brocard, repeated: “By acting in this manner, we behave 
like a manufacturer who, having available capital, allows his com- 
petitors to make use of it, and lets his own business run to seed, for 
lack of funds.’’? 

In such words as we have quoted above, we notice two mis- 
takes. The first is brought about by a fault, too common among 
Frenchmen, and which foreigners are well acquainted with: French 
vanity. . “The foremost banker of the world,” “the great reservoir 
of capital!” The phrase was flattering to the audience. Political 
speakers repeated it, therefore, without troubling to first ascertain 
its degree of veracity. And among the audience, many who had 
never seen millions except in the columns of newspapers, proudly 
reflected: 


Ah! yes, we are the richest nation of the earth; and if I, personally, am not 
rich, it.is because there are persons who turn these riches off towards foreign 
countries, whereas a part of them should belong to me. The big financiers grow 
wealthy at my expense! Proper laws must be made to prevent such a state of 
things, and to give me back my share of those millions! 


Ministers and deputies promised to see to it; and in truth, 
they have adopted some measures of the kind, which I will mention 
later on. 


2 Conference at the Ecoles des Sciences Politiques, 1912. 
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Then the assertion that French savings were all turned off to- 

. wards foreign countries was not exact. It will be seen further on 
that 63 per cent of the negotiable securities on the French market 
and the property of Frenchmen are French securities; and to these 
must be added capital which does not figure on the markets, and 
which play a considerable part in the economic activities of France. 


Monsey MARKETS IN France AND NEGOTIABLE SECURITMS 


1. TheOficial Market of the Paris Bourse-—The official market is 
the Paris Bourse. The 70 stockbrokers, appointed by decree, are 
alone entitled, by virtue of article 76 of the Commercial Code, to 
negotiate public and other securities which they have inscribed on 
their stock-list, and they alone are qualified to establish the prices. 
The government since 1880 and especially during the last years 
intervenes to admit such and such a security on the official quotation 
list, or to reject it. In this manner the government sets itself up as 
master of the market. Under the influence of the French metal- 
lurgists, it thus caused, in 1909, the ordinary shares of the United 
States Steel Corporation to be refused admission to the French 
market, and it compelled admission of a Turkish loan in 1914. 

The following list gives the number of securities and certificates 
negotiable on the official market of the Paris Bourse, at ten years’ 
interval: 


N f certifi 
On Do 8 cane oes eee 
LQ02. cece ence cee n cece cere ene nreeeneeees 1,078 148.6 
LOUD side tierd sea Seen eid oobi whee tetas 1,456 135.2 
Milion francs 
Market value 
Nominal capital according to quo- 
tation of Deo. 31 
1902o e a a aaa E Ei 130,303 130,119 
DOLD A E E E aja etarors 145,832 142,198 


The increase from 1902 to 1912 was in nominal capital 15 billions, 

or 1,500 millions per annum; the increase in market value was 12 
billions, making a loss of 3 billions. 

Of these 142 billions of securities, 100 billions in round figures, or 

more than 71 per cent, are composed of government stock and fixed 


interest securities. 
e 
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Securrrms NSGCTIABLÐ ON THE OFFICIAL MARKET OF THE PARIS BOURSE IN 
Decsusmr 1902 anp 1912 










In millions of franos 
E | ate ecae 
P 8] at prices c! each group 
Nominal capital P Deo Bi in 1912, 


per cent 































French securures 


French state stock........ 22,749 
State railway bonds ..... 303 £ 
Treasury bonds........ 214 
Golni pid protectorates. 870 
City of Paris............ 1,977 


Deum and towns... 
Insurance companies...... 
Crédit Foncier.......... 
Banks, credit establish- 


SS BRUNRASE 


Railroads: East, Lyons, 
Midi, Orleans, West . 
Railroads and tram-lines. . 


Docks vis cadens exes 

Waters. c.cnceien le sak 85 

Electricity 1,272 
aaa ene RIRN 71 


MINES. i ooe aeceeee| aveee 1,713 
Metallurgical mines.. .. Het ss 
Phosphates, manure, chem- 


ical products......... 
Ports........ .. of 555% 256 
Transports. ...... 2... 584 


~ 
oO 
bet 
n 
y ow 
nooo RNNOCOrHOCOR, ON HONEN 


SBVss ghesseerss 


Various securities 























70,105 100.00 

Foreign securities 
Russian state stock.... . 12,569 17 43 
Various state stock.... . 44,237 61 36 
Banks, insurance3........ 5,065 7.03 
Railways. . 7,102 9.85 
Miscellaneous securities 3,120 4.33 
Total..... esegua 72,004 100 00 
Gee lb eke 130, 120 142) 199 100.00 





In 1912, the proportion of French negotiable securities was 42 27 per cent, 
while that of foreign securities was 57.73. 
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2. Departmental Bourses.—These 142 billions do nct represent the 
total amount of negotiable securities in France; to them must be 
added the total of the negotiable securities in the departmental 
bourses of Lille, Lyons, Marseilles, Bordeaux, Toulouse, Nantes; 
but care must be taken not to duplicate: the securities proper to 
the departmental markets-may be estimated at 5 billions. 

3. Bank Market.—But, in addition to the securities listed on the 
official bourses, there are securities negotiable at the bank. On 
December 31, 1902, the securities negotiable for the account and 
in full, represented 7,092 million francs, securities negotiated in full 
represented 8,056 million francs, a total of 15,148 million francs. 
From 1903 to 1912 securities were introduced on the market, 
amounting to 19,654 million francs: this gives us therefore a total 
amount of about 35 billions. 

But Mr. A. Neymarck considers that numerous variations of 
prices may have altered the estimated value of securities as of 1902 
and the value of the securities since introduced; that these se- 
curities may in some cases have disappeared, while others have been 
admitted to the official stock-list, and hence, Mr. A. Neymarck 
writes down as 20 or 25 billion francs, the amount of securities 
negotiable at the bank. 

Total of the Three Markets.—The figure of securities negotiable 
in France at the close of 1912 can be estimated in the following 
manner: 


Billions 

of france 
Paris Bourse, official market............ cece e cece eens 142 
Bank markets jicsiesiercdsale-p vad eeceae ness eani 23 
Departmental market. .............20eeue 5 
170 


Which amounts to this: that 170 billions of securities are negotiable 
in France; many of these, like the British Consolidated and the 
state funds of the various countries are negotiable on several mar- 
kets. These 170 billions are therefore not the exclusive property of 
the French market and still less‘of Frenchmen. 


Tus French Part 


What share in these 170 billions does the property of Frenchmen 
represent? According to official statistics of the Registration, 


N 
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Estates and Stamp Office, the duties and products secured during 
the year 1911 on the revenue of personal securities was 109,695,000 
francs. This amount of duty on personal securities applies to 
French securities, except the French government stock and foreign 
government stock which are not subject to the tax. The following 
is the statement: g 


Francs 

French securities: 
Companies’ shares. .... 2... cece cece een eee 48,098,000 
Interest shares......0cecccccseeeeeeeeeeeees 826,000 
Limited liabclities 2.6... e eee eee eee eens 1,865,000 

Bonds and Loans 

Communes (rural districta)....2......0.0e0ees 2,850,000 
Departments... 2.6... eevee cece eect e eee ees Si 115,000 
Public establishments...............00 ee eeee 1,832,000 
Companies... .. ccc cc cece ener cece ee eeneeees 35,460,000 
Total for French securities............... 91,046,000 

Foreign securities: 
Companies’ shares... .. 1... eceeeeeeeeee eens 9,352 
BOnGS 65 oonu tra e005 65 bee wie Detain e E a 8,221 
Companies owning property in France......... 1,130 
Total for foreign securities....... Siearsiicstate 18,708 


These 110 millions correspond to a total figure of 2,844 millions 
of francs of taxed revenue, which may be divided up in the following 
manner: i 


ae Million franca 
For the French seourities.......... a ae adele seins 2,371 
For the foreign securities... ... 0... c cece eee ene 473 
2,844 


After certain deductions, amounting to 102 millions are made, 
the remaining securities from which this revenue is derived is 2,742 
millions which, taxed at the rate of 4 per cent, represent the 110 
millions of duties noted above. 

It will be seen that the French securities of varying income, 
shares, etc., furnish more than 50 millions of the revenue, a figure 
exceeding that from the fixed revenue securities; the same applies 
to the foreign companies. 

The income received by the owners of these French securities, 
of varying retyrn, according to the 4 per cent tax is 1,250 millions; 
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that received from the foreign companies’ shares iz 225 millions; 
we have, therefore, a revenue of 1,475 millions out of a total taxed 
revenue of 2,844 millions, or more than half. It is not exact, there- 
fore, to say that the French invest their capital only in fixed revenue 
securities. 

But the government stock, both French and foreign, then free 
from the 4 per cent tax, is not included in this estimaze; they would, 
however, give a majority to the fixed revenue securities. M. Ney- 
marck estimates French investments in foreign government stock 
at 25 to 30 billions. 

The income received from French and foreign’ securities owned 
by Frenchmen is estimated at the close of 1912 to be: 


France 
1. Total amount of taxed income from French securities, deduc- 
tion being made of prizes and repayment premiums....... 2,275,000,000 
2. Income from French 3% and 3% redeemable funds......... 760,000,000 
8. Income from 30 to 32 billions foreign government stock, not 
subject to income tax of 4%... ccc cece eect eer e eens 1,600,000,000 
4, Income from foreign securities, deduction being made of pre- 
miums and prizes for reimbursement. ...,...essessosesen 846,000,000 
5. Premiums and prizes on French and foreign securities....... 102,000,000 
` 5,083,000,000 


In round figures the income received from government stock 
and French securities amounts to 3,100 millions; the foreign state 
funds and securities to 2 billions. To these figures should be added 
the income from the foreign government stock and securities pur- 
chased abroad and remaining deposited abroad until the day when, 
as & consequence of some public action, or by reason of a legacy or a 
division of property, they make their appearance, but it is not pos- 
sible to give any reliable estimate of this item. l 

Mr. A. Neymarck estimates the capital which may be repre- 
sented by these yearly incomes at 115 billions; but hə does not indi- 
cate the elements used for such an estimate. 

If we take the rate of 4 per cent for the shares, we reach a figure 
of 31,250 millions which must be included in the first item of the 
following table: 


Billions 

Treasury notes and bonds, state railroad bonds, colonial funds.......... 
French state 8% and 3% redeemable funds. .... 0 2... . ee cece eee ees 23 
Foreign government funds. ....... 2... cece cece cece e eee nets eee ween 7 
French and foreign “lottery” securities... 02... ccc eee cee eee eee eee _5 
Total eeose rt case EANA OEA ETOR Ponia sds 85 
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We may deduct 10 per cent for the French state funds, and 
- securities which may be owned by foreigners, or about 7 billions. 
There then remains 108 billions forming the capital in personal 
securities of French capitalists, which would yield a revenue of 5 
billions of francs. 

In the next table is given the progression followed by the said 
capital in personal securities: 


Billions of franca 
` Amount of capital Of which the fı 
in French portfolio Sooarites, (state fı 
s inch ) represent 
Close of 1850...... 2.0. ccc cee eee ee 9 ‘ 

L800 EAE aaa east 31 ` 
apada e E E EEE A E 33 10 
IBRO er e a aY 56 15 
1890. cn eauenssteee caren 74 à 20 
1902 orr rs aaa aa E from 87 to 90 `” from 25 to 27 
L004. cawerns elev baat es 30 to 93 27 to 30 
LOQ0G APEE EE etre E 97 to 100 30 to 32 
TIRa airs aerate e 103 to 105 32 to 85 
ASe Li P stituents angers 106 to 110 38 to 40 
aLa Y E EEEE EAA 108 to 115 40 to 42 


Out of the 40 to 42 billions of foreign securities, we may estimate 
that there are 30 to 33 billions in foreign funds, 10 to 12 in shares and 
bonds. The foreign sacurities would thus represent 37 per cent of 
the French capitalists portfolio. It is, therefore, not correct 
to state that all French savings are drained outside the country. 
The proportion of investments abroad in 1890 was 27 per cent. It 
would thus have increased by 10 per cent since that date. 

The causes of the increase may be summed up as follows: 


1. Theconversion of the 3 per cent French stock diminished 
their yield and Frenchmen, anxious to have an income sufficient 
to ensure the style of life they choose to live, looked abroad 
for higher returns. Hence, the fall of state stock, and of the 
“gilt-edged” securities. This phenomenon is not confined 
to~ France. 

2. The fiscal threats of the income tax led to the exporta- 
tion of a certain amount of capital and its investment in foreign 
securities. i ` 

3. While, in Parliament, the statesmen groaned over the 
exportation 'of capitals to foreign lands, for political reasons 
they encouraged investments of capital in Russia and in other 
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countries; in 1914 Mr. Caillaux made use of all the influence 
which can be exercised in France by a Minister of Finances, on 
the official market, and with the discounting houses, to bring 
about the flotation of a first block of 500 millions of Turkish 
loan. 


Tom Frence Marxet IN 1912 anp 1913 AND THE 
MINISTERS OF FINaNcH 


The following are the admissions and introductions of securities 
in 1912: 











French Securities 
Millions of franca 
Number of Nominal Valte at Value at price 
certificates value first cuota- seated in 
. , tion ecember 
State and town funds.... 1,326,001 519.1 512.9 505.8 
Shares. ........--.2..05 2,011,810 458.6 917.6 895.8 
Bonds.... ............ 3,293,772 1,746.5 1,121.7 1,087.1 
Partas ous sdacddite sas 23,000 =... ee 8.5 7.4 
Totals..... .......0. 6,654,583 2,724.2 2,560.7 2,496.1 
Foreign Securities 
Funds—provinces and 
COWS... cece eens 1,212,080 539.5 519.0 502.1 
Shares and bonds . ... 1,448,268 838.0 902.9 909.3 
Partes:.iisice Laud: ease 1,145,440 533.3 505.0 490.1 
Totals... ......5 cece 8,805,788 1,710.9 1,927.0 1,901.5 


In 1913, the admissions and introductions were less important: 





French Securities 
Millions of francs 
Number of . Nominal Value at first Value at 
certificates value quotation December 
quotation 
State funds, departments 
and townB............ 310,987 155.5 151.6 161.8 
Bhar s secvgscesh eae ee 1,904,320 479 2 834.9 854.3 
BOD ici. cev eser dee caes 2,168,871 1,066.4 1,023.4 1,015.2 
Parts 2 ioi5c04 seccaadies fad i 18,000 Six 22 8 22.4 
Total 4,402,178 1,701.1 2,092.7 2,043.9 
Foreign Securities 
State funds, departments 
and towns............ 1,291,883 649.3 624.5 647.8 
Shares... 0.060. eeuna 880,137 823.9 474.8 461.7 
Bonds. ...... .. . . 1,263,246 631.6 698.6 598.1 











Totals.. assensus 8,435,216 1,604.9 1,697.% 1,707 .6 
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The following i£ a comparison between those two years and the 
three preceding ones: 


Millions 

Number of Nominal Value Value at 

oortificates value at first of 

(French and 

foreign) 

ROG A 9,369,731 3,397 3,478 3,712 
TOL ENE E 12,110,949 5,968 4,740 4,754 
IES a «ac ceeru chicas 9,255,393 3,739 4,088 4,068 
1912 EEN EEE 10,460,871 3,835 4,487 4,398 
LONG Ss c-cioreladeeons Ce be 7,837,394 3,306 3,790 8,751 


The value at the close of December is lower during the past 
three years. The figure of admissions and introductions in 1918 
was inferior to that of any of the preceding years. 

The case was the same on the Bank market. 


Millon francs 

Number of Nominal Value at Value at end 

certificates value first quotation of Desember 
900 PEREA 11,487,680 791 1,642 1,536 
O10: Arclachivec neon 9,444,124 973 1,385 ` 1,810 
VOD E 7,540,271 x 736 888 837 
I ad sen ot oer at 12,766,380 869 1,202 1,208 
ph) bs epee ea 6,351,460 609 1,041 930 


“The intervention of the government is not without responsi- 
bility in this connection. On December 21, 1912, M. Klotz, 
Minister of Finance, speaking at the Chamber of Deputies stated: 


In 1910 the admission to the quotation-list of foreign securities amounted to 
8,829 millions and the admissions to the quotation-list of French securities were 
731 millions. , In 1911 there were only 2,784 millions of foreign and 620 millions 
of French securities admitted. In 1912, only 1,655 millions of foreign securities 
against 1,782 millions of French securities were admitted to the quotation list, 
French undertakings. 


The Minister of Finance exulted at the decrease of the market, 
while quoting figures which do not agree with the official figures 
which we have just given. And that same minister had not failed 
to say also: ‘France is creditor everywhere and debtor nowhere.” 

The arbitrary intervention which the Minister of Finance 
boasted that he had introduced on the market, could only have one 
result: the decrease of French credits abroad. The Ministers of 
Finance have resolutely striven, since 1897, to decrease the impor- 
tance of the French market. In 1897 they reinforced the monopoly 


XN 
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of the 70 stockbrokers. Rince then, in 1907 by threats relating to 
the tax on state fund, they have shaken French credit and have 
contributed to lower the ‘‘rente.” 

The repercussion of the Balkan war caused a fall at the Paris 
_ Bourse which, for the 162 principal securities, may be figured out as 
follows: their normal value was 57,534 million francs; on December 
31, 1912, 56,260 millions; on June 30, 1913, 53,843, cr a fall of 2,417 
millions. This fall amounted in the case of the French state funds 
to 1,346 millions; for French railroad bonds to 554 millions; for 
industrial companies’ shares to 287 millions; and 228 millions for 
the bonds of the City of Paris and the Crédit Foncier. 

The reduction of the working hours in the railroad companies 
led to new expenses for extra staff, the law of July 21, 1909, con- 
cerning pensions for workmen and employes of the railroads caused 
a fall not only of the shares, but of the bonds which, after the French 
state funds, composed the majority of the stock of French invest- 
ment; the Northern Railway 3 per cent bond which was worth 
453.50 in 1908 had fallen to 420 francs in 1913 anc at some time 
during that year it even got down to 402 francs. 

The law of March 29, 1914, aggravated, from July 1, 1914, the 
régime of foreign state funds. They were to pay, at the time of 
their flotation, a stamp duty fixed at 2 per cent of the capital. Their 
coupons, until July 1, 1914, were exempt from the income tax. 
From July 1, 1914, they were subjected to a 5 per cent tax. The 
Treasury first desired to establish it on the nominal gross revenue, 
without taking into account the taxes which they could be subjected 
to in their own country. Finally the treasury consented to collect 
the tax only on the net coupons.’ 

Colonial funds, free from taxes, are subjected to the income 
tax. The colonies will have to pay, for they have undertaken to 
bear the taxes imposed by the metropolis. 

The law of March 29, 1914, aggravated the charges which bur- 
dened the market of Paris, and yet, Mr. Jacques Gunzberg had no 
difficulty in showing that they were heavier in Paris than in London. 
The cost of a flotation varied between 4 and 4} per cent to be thus 
distributed: expenses of the guarantee syndicate from 12 to 2 per 
cent; cost of “guichet” 14 per cent; advertising costs $ per cent; 
these were about the same conditions as for the Londcn market. 


Ses A. Raffalovich, Le Marché Financier, 1913-14, T. 23, p. 387. 
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But the Treasury altered this similarity of conditions. Where- 
as in England, on the funds certificates and public securities, the 
Treasury collected only a stamp-duty cash, of 1 per cent, in France 
the Treasury collected a duty of 3 per cent after 1913. 

The game goods therefore cost 54 per cent in London and 74 per 
cent in Paris. Hence, the issue of a Belgian loan in London and 
not in Paris. Why should Belgium have given preference to the 
London market? The English banks took a margin of 3 per cent 
between the guaranteed price and the-issue price, underwriting at 
74 that which they sold at 77. The Belgian state paid besides the 
1 per cent of the English tax. It therefore received 73 net. All 
included, its expenses amounted to 4 per cent. In France, paying 
3 per cent to the Treasury, the Belgian state would only have col- 
lected 71 francs, the expenses being 6 per cent in Paris instead of 
4 per cent in London. An Argentine loan, which had been nego- 
tiated by a French syndicate, was also floated in London. 

Much trouble was taken to “nationalize” certain American 
securities, as though the very advantage of these international 
securities were not to retain that nature,—confining their market, 
one could not increase their price. When the war came, we realized 
the mistake which had been made. The present Minister of Finance 
is too glad to obtain the loan of securities of neutral powers to seek 
to improve French exchange in the United States. Were it not for 
the measures taken on the Paris market against foreign securities, 
he would have at his disposal a greater quantity than he has been 
able to procure. We do not know the exact figure, but at the close 
of July, mention was made of one billion francs. 

Under these conditions France could not be “the foremost 
banker of the world” and those who gave her that title were doing 
all in their power to restrict her market. Commercial protectionism 
has for its object to prevent the entry of goods: financial protec- 
tionism aims to prevent the exit of capital. 

. A decree of August 10, 1916, has just raised the commissions 
of stockbrokers. The report which precedes this decree, signed by 
the Minister of Finances, states that “the net product, deduction 
being made of expenses, far from increasing with the development 
of personal fortune, has decreased by more than 20 per cent in ten 
years.” In 1914, on the eve of the mobilization, the stockbrokers 
suspended payment of recharges, which entailed the moratorium 
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suspending reimbursement of the bank deposits. We had to wait - 
till September 30, 1915, for the Syndical Chamber to agree, for the 
purpose of settling all differences, to a loan, in 6 per cent notes, of 
75 millions, “an appreciable fraction of which, says the report, will 
no doubt remain on its hands.” 

The decree raising the tariff gives the Minister of Finance the 
right to modify it “without it being necessary to subject such ini- 
tiative to a previous proposition of the Syndical Chamber.” It is 
probable that, in a few years from now, it will be necessary to 
reorganize the Paris bourse. Before the war, the average daily 
transactions for cash, were about 23 millions; at present they 
amount to 14 millions, 6 millions of which are for the 5 per cent 
rente. 


CAPITAL UNREPRESENTED BY SECURITAS 


The negotiable securities handled on the markets are far from 
representing the capital of France and especially that part of the 
capital engaged in industrial and commercial undertakings. The 
ministers whose words I have quoted do not seem to realize the 
importance of cryptogamous finance. Thus on twenty coal mines, 
which in 1908 produced 29 millions of tons of coal, there are eight: 
Aniche, Auzin, Dourges, Lens, Noeux, Montrambert, Grand’ Combe, 
Carmaux, whose capital has no nominal value. 

The capital of Bruay is 3 millions, on which, in 1852, 1,040,000 
francs were paid. Its shareholders built up the capital with their 
profits instead of dividing them as they arose. In proportion to 
the tonnage produced, Bruay must represent a capital of 120 millions 
of francs, its dividend being 13 millions. It works out at something 
over 11 per cent and is the highest rate for French coal-works. 

The Company of Lens was founded the same year with a capital 
of which 900,000 francs were paid. According to the 1910 report, 
the total figure of the accumulated but undistributed funds of the 
company, thanks to the funds built up year by year on the profits, 
has risen to more than 123 millions of francs. The report of 1911 
estimated the capital at 141 millions to which should be added 17 
millions of supplies of all kinds, giving 158 million francs. The 
dividend of 12,600,000 francs is 8 per cent of this. 

The financial markets have never registered these phases of 
the mines capital. It is only during the last twenty years that they 
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- issue bonds, and they only issue them for the necessary balancing 
of their accounts with the Publie Works Office. 

i The 1912 balance sheets of the great metallurgical establish- 
ments indicate the presence of reserve funds and provisions of 
considerable importance, but which are far from showing up all the 
amortizations and reserves which have been effected previously with 
the purpose of suppressing accounts. These companies do not 
need financial assistance, they do not issue securities on the market; 
when they require capital, they ask it from their shareholders who 
subscribe it and keep it. None of these establishments complain 
that “Capital is lacking for French undertakings.” 

As regards the textile industry, the case is the same, if we be- 
lieve the investigations made by the Chamber of Deputies between 
1902-1906, and by the paper Finance-Univers in 1918, to which 2,500 
heads of establishments responded. In the North, direct manage- 
ment by private individuals, the owners of factories, is the most 
usual form adopted. When limited companies are formed, it is, 
as a Tule, to iacilitate family divisions of property; but the shares 
remain in the hands of their members. For cottons and for silks 
everywhere the same replies are given: “Capital is so far from being 
scarce that certain firms have too much interest to pay because they 
have capital belonging to relations and friends on deposit.” - 

“As regards the silk trade,” says Mr. Isaac, president (honor- 
ary) of the Chamber of Commerce of Lyons, “Lyons is, with 
Milan, the largest silk market. Lyons finances Milan in many 
instances. ” 

And we find tae same replies for the wool trade; the syndicate 
of mill-owners of Tourcoing says: ‘‘The increase which has occurred 
in the wool trade results from the importance of the owners’ families; 
they must find werk for all their children.” All the wool centers 
have made similar assertions. 

Mr. Seydoux, the great wool manufacturer, states: 

Wool and silk are costly raw materials; consequently the trades employ a 
great deal of capital and proportionately distribute few salaries. If, therefore, 
the wool and silk trades can export, it is because they have at their disposal cheaper 
capital than abroad. ‘‘And that which tends to confirm this view,” added he, “is 
that much capital goes abroad and helps to found establishments where silk and 
wool are dealt with—therefore the remuneration of capital is smaller in France 
than abroad.” And he showed that, in the wool trade, “it was the articles which 
need less work and most capital which are best adapted for exportation.” 
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M. Louis Guérin, president of the flax and hemp mills syndicate, 
states: “Capital is abundant in the North. It has been built up 
by accumulation of successive profits.” As for tulles and laces, M. 
Henon, president of the Chamber of Commerce at Calais, said: 
“Capital is not lacking on our market for men of experience and 
energy.” 

In 1910 I examined a statistical work including 98 textile 
companies of France. Each of these owned capital exceeding 500,- 
000 francs. Together their capital represented 247,954,000 francs. 
The capital of the companies which publish no balance sheet was 
147,462,000 francs. They had not issued any bonds, but they re- 
ceived loans which increased their capital in lesser or greater pro- 
portion. A part of the profits which-was used to repay these loans 
was thus dissimulated by book entries. This is a legitimate book- 
keeping artifice, no one being forced to increase tax receipts to his 
own detriment. i 

As regards the electrical industries, MM. Eschewege and 
Legouet estimated their capital in 1912 at 1,600 millions of francs. 

MM. Poincaré and Briand were therefore wrong to speak of a 
lack of capital for trade in France. And Mr. E. Lemberger, director 
of the “Wiener Lombard et Escompte Bank,” showed his ignorance 
of the condition of France when he said, in the Neue Freie Presse, on 
April 22, 1916: “Credit for national trade is a quite unknown thing 
in France for more than thirty years past.” But an Austrian may 
be excused for ignoring that which French ministers ignore; and 
these latter may even be excused; for the fecundity of trade capital 
is not manifest. It is cryptogamous capital. ` 


GEOGRAPHICAL DISTRIBUTION OF FRENCH CAPITAL 


The distribution of French investments in foreign countries 
could only be approximately established by the Registration Office. 
That office does not publish its information. In 1902, the Minister 
of Foreign Affairs published an “evaluation abroad of the French 
investments in all forms, including loans, companies securities, 
industrial and commercial transactions.” The total ñgure was 30 
billions: but that table has never been regarded as an suthority. 

Among the quoted securities, the various state funds were es- 
timated on December 31, 1912, at 44,237 million francs and those 
of the Russian state at 12,569 millions, or a total of 57 billions. We 
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have seen that the amount owned by French people was estimated 
at 30 billions. Russian funds fill their portfolios for a figure of 
geveral billions, but not for the total amount written on the quota- 
tion list. Considerable quantities of Russian securities were ab- 
- sorbed by the Russians, following good crops which had led to im- 
portant exportations of wheat. It'is true that this figure did not 
include the whole Russian debt, which at that time amounted to 
8,841 million roubles, but Mr. A. Raffalovich, agent for the Ministry 
of Finance of Rusisa, in Paris, was able to declare: “The share of 
Russian capitalists in the ownership of securities of the national 
debt is very important and must come near to half the entire 
amount.” 

The Italian State fund whose biggest stock was in France has 
been transferred to its own land. A portion of the Spanish debt 
has also gone back to Spain. ` 

At the time of the Balkan war (Oct. 1912) it was calculated 
that the share of France in the capital placed in Turkey was 2,500 
millions of francs, that of Germany 900 millions and that of Great 
Britain 750 millions. More than 55 per cent of the Ottoman debt 
belonged to Frenchmen, 30 per cent to Germans and 5 per cent to 
Englishmen. The distribution of French money invested in Turkey 
was as follows: State funds, 1,500 million francs; railroads, 375 
millions; banks and credit establishments, 87 millions; land prop- 
erty, 100 millions; mining and industrial enterprises, 62,500,000; 
commercial establishments, 56,250,000 francs; shipping, 50,000,000 
francs. France owned four-fifths of the foreign capital employed in 
credit enterprises in Turkey. 

On April 9, 1914, Franco-Turkish agreements were signed with 
a view to the issue of an 800 million franc Turkish loan in exchange 
for railroad and port concessions. A first block of 500 million francs 
was issued at 98.25. It was a 5.36 per cent investment, without 
counting the reimbursement premium. The public took up 350 
millions of francs and 100 millions remained to the account of the 
syndicate which made an advance of 80 per cent; 50 millions had 
been taken up by a financial group. This loan, imposed by the 
French government on the'Paris market, burdened it at the time 
of the war. 

The second Balkan war had an effect which proved disastrous 
for the funds of the Balkan nations and a strain on nearly all of the 


52 THe ANNALS OF THE AMERICAN ACADEMY 


great European banks because they were burdened with Treasury 
notes or short-time securities subscribed by the bellizerents and not 
paid for at date; but it was not only the French banks which were 
hit. 

On February 2, 1914 a convention was signed between the 
Greek and the French governments relating to a loan of 500 million 
drachmas (francs). On a first block of 250 millions, 175 were re- 
served for the French market. 

In 1914 Servia issued a 250 million franc loan in Paris, 75 
millions of which were taken up by a group of bankers in repayment 
of advances recently granted and 175 millions were offered to the 
public. It was guaranteed by the receipts of the Monopolies ad- 
ministration, whose net receipts of 43,907,000 francs showed an 
excess of 11,513,000 francs. 

The French have invested several billions in the Argentine 
Republic and in Brazil, but we have no documents allowing us to 
state a figure. It has been said that the French investments in the 
United States amounted to 5 billions. The transactions to which 
the rate of exchange has given rise, prove that the figure is exagger- 
ated. , 

I might have covered the paucity of this informazion regarding 
the geographical distribution of French capital by copying out some 
items from the Bourse quotation list; but they cannot give any 
precise indications as to the distribution of French investments 
abroad. 


THe DISTRIBUTION OF CAPITAL IN FRANCB AND FINANCIAL 
OPTIMISM 


There are somewhat over 8 million owners of lands and houses 
in France. If we multiply the number of members of the family 
by 4, a very moderate estimate, we find that more then 32,000,000 
persons are interested in the ownership of a house or some ground, 
generally both. 

Personal estate is no less divided. The capital of the Bank of 
France is very much broken up itself; its 182,000 shares belong to 
32,700 shareholders; the 450,000 shares of the Crédit Foncier be- 
long to 43,850 shareholders. The Société Générale has more than 
100,000 shareholders; those of the Crédit Lyonnais, of the Comp- 
toir d’Escompte, can be counted by tens of thousands. 
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On January 3, 1913, the 657 millions of 3 per cent state funds 
were thus divided between 4,442,000 inscriptions: 


Number Amani of 

ren 
Nominative inscriptions, ........essnasrserssse 1,345,576 461,913,675 
Mixed inscriptions. ..........ccc eee e cnet eees 92,181 7,446,329 
Bearer inseriptions...........0ccecsecseeceeees 3,006,347 188,306,519 


The most numerous among the bearer inscriptions are those of 
30 francs, numbering 663,747; then the 20 francs, numbering 395,- 
613; then 50 francs, numbering 278,109. The 300 francs number 
only 79,932; the 1,000 francs 19,457, and the 3,000 francs 7,924. 
The railroad companies’ bonds also belong to a great number of 

Once the French small capitalist has got the income he has 
decided upon for his needs, he feels great delight in reinvesting 
the surplus. If he receives payment of a bond, he hastens to use 
the sum for a new investment. Out of the 3 or 4 billions available 
at the close of each year, several hundred millions are used for re- 
pairs, constructions, ` rural, urban or industrial improvements. 
Sòme hundreds of millions may be invested in-mortgage loans and 
in insurance premiums; we may consider that 1,500 millions to 2 
billions remain available for security purchases. 

At the end of two years of war, financial optimism in France 
is equal to the political and military optimism. If anyone had 
predicted at the beginning of the war that at the end of September, 
1915, the French governmens would have opened credits to the 
amount of more than 55 billion francs ($10 billions); that those 
credits would probably amcunt at the end of December to 73 
billion francs ($14 billions), hə would have been considered a mad- 
man and that opinion would have been supported by a quantity 
of arguments founded on facts. Nevertheless those expenses have 
been borne and the country i3 ready to bear others. 

The experience of 1870 had not been favorable for the issue 
of treasury notes. It was considered that they were reserved for a 
. special and very restricted clientele. Nevertheless the government 
has been able to issue about 1) billions of treasury notes ($2 billions) 
and continues to be able to place them easily. Persons who own 
capital and wish to keep it available willingly take up those notes. 
They have had far greater siccess than the bonds of the National 
Defence of which about 3 billions of francs have been placed. 
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When appeal was made to persons owning gold to come and 
exchange it for bank notes or National Defense notes, it.was thought 
that in this manner 250 million francs ($50 millions) might perhaps 
be collected; the most optimistic doubled the figure. The amount 
collected has reached nearly 1,400 million francs ($270 millions). 

And yet there is some in reserve. A solicitor was telling me 
` about a farmer’s wife, whose business he knows very well and who 

is always pleading poverty; he said that she must have in her house 
from 7,000 to 8,000 francs, probably in gold and silver. I know an 
old cook who has no direct heirs and hence no interest to enconomize 
and who has a little hoard to which she has added about 2,000 
francs since the beginning of the war. She will listen to no talk 
about National Defence notes or 5 per cent rentes. She hoards up 
. gold, silver, and bank-notes and is not the only one. 

A financier who has imported a great quantity of foreign 

securities to France thus summed up the result of his experience: 


It is not true that France is the foremost banker of the world and owns as 
much capital as Great Britain or the United States. But it is the country where 
there 1s the most available capital. The capital of Great Britain is absorbed by 
her colonies, her navy and her trade, also her foreign enterprises. In France, 
there is a large amount of latent capital awaiting an opportunity. 


. The greater part of this latent capital has borne the effort 
of the war. Some yet remains. It is true that the war will have 
made aterrible rent in the fortune of a number of Frenchmen. There 
will be much to repair, to rebuild, to effect. Yet there is a 
certain tendency to exaggerate the damages caused by the war. 
There is only about 3 per cent of the surface of France which is 
occupied by the Germans. Men of all categories will ke wanting. 
We do not know what will be the economic capacity of the surviv- 
ors after more than two years spent in the trenches. Yet pessimists 
are rare. Plans are being made, and I hope our poilus will manifest 
in time of peace, the same energy that they have shown during the 
war. 


. 


THE NATIONAL DEBT OF CHINA—ITS ORIGIN AND 
ITS SECURITY 


By Cuartzes DENBY, 
Former United States Counsul General in China. 


The public indebtedeness of China has been incurred almost 
entirely during the past twenty-five years—practically. all from 
foreign bankers, governments, and firms. In spite of her enormous 
national resources and gigantic wealth, the people of China have 
never been called upon to float a government loan, and hence only 
an insignificant portion of China’s indebtedness is in the hands of 
Chinese investors. In fact China has not furnished much even of 
the capital that enters into companies operated within her borders. 

Such undertakings as railways, miries, land development 
companies, traction companies, waterworks, electric light plants, 
etc., have usually been initiated by foreigners, have been established 
by foreign capital, and participation therein on the part of the 
Chinese has been limited. 


Reasons FOR BORROWING ABROAD 


The reasons are not far to seek. In the first place, the Chinese 
have for centuries distrusted their officials, and any undertaking 
of an official character has appealed in vain for private capital. 
As a rule it is only when foreigners are interested in the control of 
a venture that the Chinese capitalist cares to invest. This is the 
main reason why that country with its great natural resources, 
large domestic trade and keen commercial instinct has such a low 
standard of wealth. -> 

Wealth to the Chinese fia meant lands, houses, cattle and 
accumulations of silver. When a merchant made more money he 
bought more lands and houses, and stored more silver bullion. 
Chinese capitalists have not become accustomed to capitalizing 
their lands and their business undertakings, and issuing share 
certificates against them. This they have only lately learned from 
their association with foreigners, and this together with the distrust 
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of government undertakings, above alluded to, goes far to account 
for the small holdings of Chinese securities within the borders of 
China itself. 

The loans of China are expressed in taels, or Chinese ounces 
of pure silver, and in nearly all cases the rate of exchange is fixed in 
sterling for payment, so as to avoid the fluctuations in the value 
of silver. The tael, consisting of a weight of silver uncoined, is the 
unit of value throughout China. The tael is cast into “shoes” 
as they are called, or blocks of silver, weighing 1, 10, 25, and 50 
ounces. The Chinese ounce is about 14 English oz. av., but varies 
in different localities. There exists a variety of taels, for example 
—the Haikuan or “customs” tael, in which the duties are paid; 
the Kuping or “treasury” tael, in which all government accounts, 
except duties, are tabulated, and the taels of various markets such 
as the Peking tael, and the taels of Tientsin, Shanghai, Canton, 
Hankow, and other cities—all varying slightly in weight from one 
another. 

The exchange value between the more important taels are as 
follows: 


100 Haikuan (or customs taels) = 101.64295 Kuping teels 
105.215 Tientsin taels 
111.400 Shanghai taels 


The Kuping, or treasury tael, is the standard usually adopted 
for foreign loans, though the Boxer indemnity of 1990, hereafter 
referred to, was set in Haikuan taels. 

The tael is not usually offered in ordinary commercial tran- 
sactions, but payments are made in bank notes issued by native or 
foreign banks, expressed in taels, or in Mexican dollars, which have 
an approximate though sometimes variable tael value in every 
market. The banks, however, pay in the settlement of their ac- 
counts large masses of bar silver by weight, and the traveler in the 
inland districts often finds it necessary to take a “shoe” of so many 
taels of silver to the local banker, and have a portion of it cut off 
with a large chopper, which portion is exchanged for copper or for 
silver coinage. 

WAR AND INDEMNITY Loans 


The present outstanding foreign indebtedness of China with- 
out exception began to be incurred within the last twenty-five 
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years, namely, just before the war with Japan in 1894—1895.. The 
oldest existing loan of China is in fact for taels 10,000,000—equal 
to 1,635,000 pounds sterling, incurred from the Hongkong-Shanghai 
Banking Corporation, to prosecute the war against Japan. At 
the termination of the war Japan exacted from China an indemnity 
of taels 230,000,000, which was used to place her currency on a 
gold basis. This loan was entirely raised from foreign sources, 
namely, from British, German and French banks, and from foreign 
governments. The total amount of these Japanese war loans, 
including the Japanese indemnity of taels 230,000,000, was £54,455,- 
000, of which £36,345,777 was outstanding in 1914, requiring 
annually for interest and amortization, nearly £3,000,000. 

Since the Japanese war of 1894-1895 China has been free from 
foreign war, that is, war actually declared against a foreign power. 
But in 1900, a domestic rebellion in China, known as the Boxer 
uprising, involved that unfortunate government in the heaviest 
indebtedness that it has ever incurred. The Boxer uprising began 
in the spring of 1900, as a Chinese uprising primarily directed 
against the Manchu dynasty, but taking the form in June, 1900, 
of an anti-foreign movement, abetted by the Manchu imperial 
family. All of the foreign powers, namely—the United States with 
France, Germany, Great Britain, Italy, Japan, and: Russia, des- 
patched troops to North China to protect their nationals there 
resident. The officially declared view of the United States gov- 
ernment in taking this action was that it was aiding the Chinese 
government to put down a domestic rebellion. The facts are, 
however, that the expeditionary corps of all the above powers found 
themselves an invading army in open warfare with the armies of 
China, as well as with the hordes of SORIN congregated under their 
own banners. 

After the restoration of order the Chinese government was 
called upon to pay the entire cost of the expeditions, as well as to 
reimburse foreigners of all nationalities in China for their losses 
through the uprising. The total amount of this indemnity was 
taels 450,000,000 which converted into aoe at three shillings 
per tael amounts to £67,500,000. 

The annexed table shows the nations pactsloating in this 
indemnity. (See Table A.) 
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Tam BOXER INDEMNITY 

This debt China agreed to pay in a term of 39 years, with 
interest at 4 per cent. The amortization began January 1, 1902, 
to finish at the end of 1940. 

A single bond for the entire sum was issued to the Doyen of the 
diplomatic corps at Peking, then the German minister, Mr. von 
Mumm. This bond was subsequently converted into fractional 
bonds and payments on these bonds are now mads to an interna- 
tional commission of bankers at Shanghai which divides such pay- 
ments among the interested parties. These payments are made 
by the Chinese government according to the table which was made 
a part of the Peace Protocol of 1901. ` The total charges for this 
indemnity—principal and interest, are £112,961.212, 10 shillings, 
and the fixed charge for 1916 was taels 24,483,800, or £2,772,500. 

The security pledged for the “ Boxer indemnity,” as it is called, 
and for the Japanese war and indemnity loans above referred to is 
the revenue of the Imperial Maritime customs, supplemented in 
some cases by likin or internal revenue taxes, salt taxes, and the 
octroi of cities. 

This leads to an inquiry as to what these various pledged 
revenues consist of. 


Tan REVENUES oF THE CHINESE GOVERNMENT 


The imperial maritime customs constitute the chief, and until 
the reorganization within the last three years of the government 
salt tax, the most reliable source of income of the Chinese govern- 
ment. The maritime customs service is organized under foreign 
administration, and is charged with the collectior of all of the 
imports duties, levied by China on goods imported from abroad, 
and certain other taxes on foreign ships and goods. This customs 
service had its origin in 1853, when the city of Shanghai was men- 
aced by the great Taiping rebellion, and the local government 
ceased to function. The consuls of the United States and of Great 
Britain collected the import duties on account of the central gov- 
ernment. From that time on the “customs service,” as it is known, 
has continued to collect all import duties, and its scope has been 
further enlarged by charging it with the collection (1) of duties 
on goods carried in foreign bottoms in the coast tradg; (2) tonnage 
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duties on shipping; “3) all duties on.goods imported which are 
carried further inland and are subject to fixed duties on the way; 
(4) the likin or special tax on imported opium. This service col- 
lects an annual revenue of taels 40,000,000, equal at the approxi- 
mate present rate of taels for United States dollars, to about $30,- 
000,000. The actual rate varies daily with the quotation for bar 
silver: 

This revenue is honestly collected aad actually devoted to the 
purpose for which it is supposed to be devoted. It is largely appro- 
priated at‘present for the service of the loans and indemnities above 
referred to, and it is also charged with the maintenance of the foreign 
diplomatic and consular service of China. As, however, these loans 
are being gradually wiped out by amortization, and as the revenues 
of the customs service will increase with the normal increase in 
trade, the customs service could offer excellent security for any 
future loans, the requirements of which should not exceed its revenue. 

The likin or internal revenue tax is far less satisfactory as a 
security for loans. This was originally a war tax devised by the 
Chinese government to meet its emergencies during the Taiping 
rebellion. Itis a tax levied at barriers established at places through- 
out the interior through which goods in transit must pass. It ia 
subject to great abuse and corruption. It is usually wholly or in 
part evaded—often it is unjustly increased—and the proceeds are 
rarely properly accounted for. Hence the foreign powers have long 
insisted that the likin tax be abolished, and China has repeatedly ' 
undertaken that this should be done. The tax, however, continues 
among the sources of Chinese revenue. It was estimated that in 
1912 it produced about taels 24,389,337, something over $18,000,- 
000, at the rate of $.75 gold per tael. 

In spite of the general foreign disapproval of the likin taxes, 
they are not infrequently included in the revenue pledged for rail- 
way and other general loans. The inclusion of these taxes as 
security for the Boxer indemnity is believed to have a special ex- 
planation; the foreign powers having probably exacted a pledge 
of this revenue with a view to controlling it, for the purpose of 
eventually suppressing it. 

The octroi or levy of taxes on merchandise upon its introduc- 
tion into Chinese cities is subject to the same criticism as the likin 
taxes. Neither can be regarded as satisfactory security for a loan 
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of any duration, and it is certain that upon the reform of China’s 
general scheme of taxation, which the commercial world hopes for, 
both will be abolished. Much favorable comment was excited by 
the declaration of the Republic of China upon its coming into 
existence in 1913, that the likin taxes should be abolished. 


Cuinese Rarways Loans 


The second large group of Chinese government debts covers 
the railway loans of China, which amounted up to 1914 to £52,- 
157,000, of which £1,402,892 have been repaid, leaving somewhat 
over £50,000,000 outstanding. All of these loans with the excep- 
tion of £2,300,000 contracted in 1898, of which nearly £600,000 
has been repaid, and the Belgian loan of 1898 for £4,500,000, which ` 
has been repaid in full, were contracted since 1900. 

The annexed table taken from the China Year Book of 1914, 
the last edition published, gives the details of these loans. (See 
Table B.) 

Redemption payments on these began or will begin at various 
times from 1914 to 1920. It is to be noticed that the security 
pledged for these railways loans is the railway itself with the gov- 
ernment’s guarantee, and in some cases, certain taxes in addition. 
As a matter of fact, the railways of China have keen found to be 
ample security. The figures for six months ending December 31, 
1914, show that China’s fourteen main railway lines all were run 
at a profit, showing a total net revenue of $2,300,000—this in spite 
of the depressing influence of the European war, which has greatly 
cut down the carriage of ocean-borne goods. The 1914 revenues 
were much lower than in the preceding year. These roads all pay, 
and if discreetly managed will continue to pay. It is probable that 
the accuracy of control of finances demanded by tke foreigners who 
have advanced money on them has compelled a careful management 
—at variance with the usual Chinese pratice. There is no know- 
ing how soon the principle of “squeeze,” the arch enemy of Chinese 
finance, would bring about disorders, were it not for severe foreign 
auditing. 

An INJURY To AMBRICAN PRESTIGH 


Among the railway loans of China we must note one of par- 
ticular interest to Americans; the Hankow-Canton railway contract 
e 
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for £1,100,000. The circumstances which gave rise to this loan 
were as follows: 

An American syndicate had secured the contract to build a 
line from Hankow to Canton, a distance of 700 miles; the first sur- 
vey had been made, the road promised in every way to be profitable, 
and the American holders of the stock found opportunities to sell 
part of their holdings abroad, Among others the King of Belgium, 
whose nationals had signed a contract to build a line from Hankow 
to Peking, became a heavy buyer. It is probable that he was in- 
fluenced to buy by the natural desire to have some standing in the 
control of a road destined to be so closely connected in operation 
with the Belgian owned line. 

It seems, however, that the government of the British colony 
at Hongkong had never been pleased with the prospect of railway 
construction in the vicinity of that colony falling into the hands of 
Americans, and the Hongkong authorities represented to the 
Chinese that the sale of shares to the King of the Belgians was a 
violation of the American contract which provided that the line 
should not be ceded to other than Americans. The Chinese gov- 
ernment probably had no feelings whatever on this subject, but it 
suited the purpose of the Hongkong government, backed by some 
Chinese of influence, to represent that there was such bitter feeling 
in the country traversed by the road over the bad faith of the 
American concessionaries that the Americans would not be per- 
mitted to continue the construction thereof. This representation 
coupled with an offer of a handsome profit on the outlay led Ameri- 
can capitalists to sell back their concession to the Chinese. When 
it was realized that the money which China paid was actually 
provided by Hongkong, the true nature of the transaction became 
' apparent. The American holders of the concession had given up 
a valuable franchise because British policy conflicted with it, and 
incidentally American prestige received a blow from which it has 
not yet recovered. 

Up to the present time China has not tried to finance her roads 
by the selling of shares. She has always borrowed on mortgage 
bonds, which she hastens to pay up, thus eating up the earnings 
and showing small profits of operation. With the actually large 
earning power of the Chinese railways, large stock dividends could 
easily be declared, which would increase the value of the stock so 
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that it could be sold at par or above, and thus meet the needs for 
capital on better terms than selling mortgage bonds, and without 
the necessity of periodic redemption. 


GENRAL Loans or CHINA 


The general loans of China comprise a variety of issues with a 
variety of securities. Section C of the annexed table gives the dates 
and details of some of these loans. In addition there must be noted 
a long list of small loans obtained from the domestic market, through 
Chinese official banks, and through various ministries, etc. These 
loans are short-term debts, to be dealt with in the course of current 
business, and can scarcely by regarded as part of China’s national 
debt. 

The total of these debts according to a table compiled by the 
Minister of Finance in 1913 was: 

Domestic short term debts, due by the Central Government 
Mexican $47,475,145 
Foreign short term debts due by Central Government 
Mexican $28,890,153 
Total Mexican $76,365,298 
which at $.50 per Mexican dollar equals $38,182,649. 


These short-term debts are generally unsecured and are pay- - 
able out of the revenues of the Chinese government, not other- 
wise applied, such as the land tax, shop taxes, and other direct 
taxes. 

It is difficult to obtain reliable data as to the revenues of the 
Chinese government from these various kinds of taxation. There 
is reason to believe, however, that large as these revenues are, if 
honestly collected and accounted for, they would produce enormous 
sums above the present returns. One of the most important of 
these sources which has recently been pledged as security for loans 
by foreigners is the salt tax. In 1912 the Chinese government 
negotiated with a group of foreign bankers, English, German, 
French, Russian, Japanese, and American, a reorganization loan 
agreement to handle practically all of China’s indebtedness. This 
group was known as the “Six-Power group,” until the American 
bankers withdrew at the beginning of the Wilson administration, 
leaving a “Five-Power group.” The loans made by this group 
were secured not only by the revenues of China not otherwise 
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applied, but it was expressly stated that the salt ravenues should 
serve the loan, and that the Chinese government should reorganize 
the salt administration for this purpose. To this end the collection 
of the salt tax was placed under foreign control. The results have 
been astounding. The net receipts from the salt taxes in 1914 were 
over $29,000,000 United States currency, and exceeded the total 
revenue of the Imperial Maritime customs. Heretofore one third 
of this sum would have been considered as exaggerated, but it is 
confidently expected the salt revenue will even exceed these figures 
for the future. 

The salt tax of China requires some explanaticn. The pro- 
duction of salt is contfolled by the Chinese government, which 
issues permits to produce salt to a group of salt mercants, to each 
of whom it is permitted to produce a certain specified quantity, 
and for this privilege he pays to the government a heavy tax. The 
consumption of salt in China is not per capita larger than in other 
countries, and the supply from the mountains and the sea is practi- 
cally unlimited, but the price rules high because the quantity per- 
mitted to be marketed is limited. Under the old Chinese régime 
many abuses crept into the collection of the salt tax. Producers 
marketed more than their allotment, and paid short duties thereon. 
Likewise, the clandestine production enormously increased. Under 
the severe scrutiny of the agents of the bankers, who had loaned on 
this revenue, these abuses were corrected, and to this only is the 
greater income from the salt tax to be attributed. 


Tus Lanp Tax or CHINA 


The land tax of China has received heretofore not much atten- 
tion as possible security for foreign loans. It is estimated that in 
1912 the actual receipts from this source by the government were 
in excess of taels 52,000,000 (which at $.75 per tael equalled nearly 
$40,000,000), but the actual amount collected from the people was 
seven or eight times that sum. For an American loan now under 
consideration it has been proposed that the security shall be the 
land tax, and that this tax, as in the case of the salt tax, shall be 
collected by foreigners. There is no doubt as to the enormous 
increase in China’s revenue if this could be done, but there will be 
great difficulty in inducing Chinese officialdom to part with the 
control of a source of income so fruitful in illicit gain. 
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Fururs Nzeps ror CAPITAL 


The needs of China for capital must increase as her internal 
resources, means of communication, etc., are further developed. 
Additional capital will be needed for railway development, and for 
other interior means of communication. There were at the end of 
1914 in China, about 6,000 miles of railroads in operation, 2,300 
miles under construction, and about 9,000 miles further projected. 

This in effeçt will provide only the main lines of China. The 
immense local development of railroad construction to connect 
localities with the main line, and the main lines with one another, 
must be anticipated. 

Highways in China are also destined in the next two decades 
to demand great development, and this will call for, in fact, is al- 
ready calling for foreign loans. Outside of the five cities of Shang- 
hai, Tientsin, Peking, Hankow, and Tsingtau, there are no roads 
suitable for automobile traffic. There are in Shanghai about 150 
miles of automobile roads, about 20 miles in Peking, 60 miles in 
Tientsin; in the suburbs of Tsingtau some miles of country road 
have been constructed under German influence, and at Peking a 
motor road, about 12 miles long, connects the city with the summer 
palace. It is to be noted that for suburban road construction in 
Peking, two American groups, of which the writer controls one, 
have contracted with the Chinese government to advance the needed 
money. This one item of road construction promises a great de- 
mand for foreign loans, which will approximate that created by the 
railways. Motor roads through fertile populous areas will afford 
good security for foreign loans, especially if the major part of the 
cost of construction is borne by local taxation as the Chinese au- 
thorities propose. . 

Road construction will lead inevitably to a wide \internal 
development, which will call for heavy foreign advances. If China 
could borrow for this development as much as she owes for war 
loans, and indemuities, stupidly incurred, she could put her people 
far along the road to prosperity. . 

There is one feature of China’s loans that has escaped general 
attention. China is going to need foreign money in a pronounced 
degree after the war. To secure this money, she is going to offer 
favorable contracts, concessions, etc., to representatives of foreign 
banks and dndustrial groups. - The past financial history of China 
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leads to the belief that these representatives will be chiefly from 
those countries now at war in Europe. England, France, Italy, 
Belgium, Germany, will have no money to lend, bu; to hold their 
standing in China, they will neglect no means of finding it. Europe 
will not readily allow a status in China which it has taken half a 
century to create to be menaced by a lack of funds. The United 
States will be called upon to provide these funds. It will then be 
the duty of American financiers to consider whether to lend money 
to Europeans to enable them to exploit the China field, or whether 
it would not be wise to exploit that field themselves. 

China affords a brilliant future for the merchant and for the 
contractor, if they come sufficiently backed financially. The re- 
turns will be certain. China in all cases can give satisfactory 
security for all she borrows. Back of all is the guarantee—better 
than security—the good faith of the Chinese government which has 
never yet repudiated a debt. 


THE BRITISH TREASURY AND THE LONDON STOCK 
EXCHANGE 


; By W. R. Lawson, 
Author of British War Finance, London, Eng. 


In after years the effects of the European war will be thor- - 
oughly discussed from many different points of view. Its military, 
its political and its financial bearings will be vehemently canvassed 
by critics of many opposite opinions and sympathies. For most of 
these controversies the proper time has not yet arrived—it is hardly 
even in sight. Some of them may not assume definite form for 
years to come. Prolonged and trying as the war has been, the 
reconstruction of a ruined Europe which has to follow may bean 
even more tedious task. As yet the orgy of war havoc has not run 
its course and Heaven alone knows when or where it is to stop. 

Gloomy as the outlook is, the financiers may at least congratu- 
late themselves that they can see a little further ahead than either 
the soldiers or the politicians. What the armies of the future are 
to be, the most advanced military experts have not yet begun to 
speculate. What the politicians of the future are to be is too be- 
wildering a theme for the ordinary electioneer. He feels sure that 
they will be in many respects the antipodes of the present genera- 
tion. But important as these questions may be, there are others 
which will have to take precedence, The most urgent of all will be 
the financial problems. Nowadays, finance is the beginning and 
the end of war. Within forty-eight hours after the British Cabinet 
declared itself at war with Germany a huge vote of credit was asked 
of the House of Commons and a vote of credit will probably be the 
closing act of the world tragedy. 


FINANCIAL Errects ofr WAR 


The financial effects of war develop much more rapidly and 
distinctly than the military or the political effects. They begin on 
the threshold and they go on developing continuously to the end. 
London has been the center of these, as of all ordinary financial 
developments. It says much for the elasticity and adaptability of 
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London’s financial machinery that they should have proceeded so 
smoothly and quietly. For more than two years the city has been 
undergoing a noiseless form of earthquake. The pre-war organiza- 
tion has fallen to pieces bit by bit and substitutes have had to be 
improvised for the broken parts. Lombard Street gradually wound 
up its normal business in commercial paper and diverted the greater 
part of its foating capital into British government securities. 

From bankers’ bills and acceptances it turned its attention to 
treasury bills, exchequer bonds and war expenditure certificates. 
Even its nightly balances were no longer lent in the street but paid 
into the Bank of England to the government account. 

Side by side with the monetary revolution and interwoven 
with it a widespread commercial and industrial transformation has 
been going on. As munition works, factories, shipbuilding yards, 
steamers, hotels and going concerns of every kind were taken over 
by the government, the normal circulation of capital became more 
and more disturbed. A thousand streams hitherto separate and 
distinct became merged into one great river. Thousands of firms 
previously doing their own financing and pursuing their own line of 
business were converted by a stroke of the pen into state contractors. 
They had to place themselves at the beck and call of government 
officials and to act as agents of the Admiralty, the War Office, the 
Ministry of Munitions or some other public department. Mr. 
Lloyd George, when Minister of Munitions, boasted quite truth- 
fully that he was by far the largest employer of labor in the United 
Kingdom. 


Tam PROBLEM or FOREIGN ExcHanan 


Every one of these innumerable changes had a ccrresponding 
effect on the financial machinery of the country. Some of them 
lightened the strain upon it, but most of them increased it. Home 
trade and foreign trade each produced its own problems and diffi- 
culties all converging, however, into the grand problem of foreign 
exchange. How to maintain the stability of the pound sterling ` 
was now the supreme question for British bankers and financiers. 
Quite naturally, though very unexpectedly even to banking experts, 
this became the crux of British war finance. If Mr. Lloyd George 
or Mr. McKenna had many sleepless nights at the Treasury, as 
doubtless both of them had, it will be safe to say that more of them 
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were due to sterling exchange than to either war loans or war taxes. 
The latter gave them much less trouble than might have been ap- 
prehended. The first two war loans were triumphs of patriotic 
enthusiasm and lavish advertising. The treasury bills, exchequer 
bonds, war expenditure certificates, and “£ for 15/6” cards were 
taken up by hundreds of millions sterling. But useful as they 
were for meeting domestic expenditure they had the great draw- 
back of not being available for foreign liabilities—unless of course 
at an increasing discount. 

This dilemma, though it was one of the most, certain incidents 
of war finance, had not been foreseen either at the Treasury or in 
the city. So utterly unexpected was it that in the first months of 
the war exchange were very much against New York and in favor 
of London. The most Gilbertian mission from one financial center 
to another ever known was that which the British Treasury sent 
to the United States in the autumn of 1914 to arrange for the re- 
habilitation of the dollar. From purely temporary causes—New 
York blamed chiefly the British moratorium while London protested 
that the moratorium was never strictly enforced against American 
credits—the dollar had dropped to an alarming discount in relation 
to sterling. ‘There was no real occasion for the British Treasury to 
trouble itself on that score. It might from the beginning have been 
left—as it had to be at the end—to the American bankers who were 
responsible for it and understood it much better than any foreign 
visitor could possibly do. 

It is perfectly clear now that in the exchange scare of 1914 the 
British Treasury should have done exactly the reverse of what it 
did. Instead of concerning itself about a slump in the United States 
dollar, which the progress of the war was bound to remedy and 
possibly drive tc the opposite extreme, it should have taken the 
utmost advantage of the rare opportunity thus offered of buying 
or borrowing from the United States on the most favorable terms. 
As it happened it did its best to turn the American exchange against 
itself and then discovered that it must make huge loans and pur- 
chases when the dollar had risen from a considerable discount to an 
equally considerable premium. This deplorable lack of foresight 
had the most varied and far-reaching consequences. It not only 
made an enormous addition to the war burdens of the unfortunate 
British taxpayer, but it upset tne whole course of business between 
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the two countries.. Nor did it stop at ordinary business. In the 
end the British}Treasury was forced by it into a roundabout sys- 
tem of forced loans for which financial history offers no parallel. 


MOBLIZATION OF SECURITIES 


This was the commandeering of investments—at first American 
dollar securities and then Canadians. Dark hints have been 
thrown out that the operation may be carried still further and that 
no class of British investment can be considered safe from it. Ob- 
viously, this is a panic policy which nothing less than the safety 
of the state would justify. It is also a one-ideaed policy. For the 
moment nothing is thought of by its authors but the maintenance 
of sterling exchange. The reaction which must inevitably follow 
when hundreds of millions’ worth of dollar securities have been 
transferred from London to New York, and when the financial 
relations of the two cities have been turned right around—London 
becoming the debtor and New York the creditor center—is com- 
pletely ignored. Foreign exchange dealers will find it very difficult 
to realize that a great stream of interest and dividend payments no 
longer flows eastward from New York, while a new stream of such 
payments has started flowing from London westward. 

In the entire history of international finance there has never 
before been such a wholesale migration of negotiable securities from 
one country to another as that which the British Treasury has been 
at work upon for the past two years. As yet we can only see its 
preliminary effects. That it has been the principal means of steady- 
ing sterling exchange will not be disputed. Compared with the 
hundreds of millions sterling which have crossed the Atlantic in the 
form of securities, the shipments of gold from Canada to New York 
have been a mere flea bite. Nevertheless, the combined effect of 
both gold and securities has merely sufficed to hold up exchange at 
its reduced level of $4.76. Apparently that was all the financial 
experts in charge of the operation thought it advisable to attempt. 
They have had to shut their eyes to the thought of what may hap- 
pen when their dollar securities are exhausted. 


Prmary EFFECTS oF THE Treasury Porcs 


In attempting to forecast the ultimate effect of this wholesale 
exodus of dollar securities we are checked on the threshold by the 
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profound uncertainty which prevails in the city as to its actual 
magnitude. The Treasury always professes to be agreeably sur- 
prised at the great volume of bonds and stocks sent in, but never the 
slightest indication is given of its actual amount. The only clues 
to it ever forthcoming—and they are the vaguest kind—we owe to 
the New York press. Occasionally we read in a New York cable of 
an Atlantic liner arriving with'$25,000,000 of securities. At other 
times we are told that Wall Street has been weak on apprehensions 
of selling on behalf of the British Treasury. But about the migra- 
tion as a whole we are allowed to know as little as about the fabulous 
munition contracts which the dollar securities are intended to pay 
for. An all round game of secrecy is being played by the Treasury 
and its city advisers. 

There are, however, some effects which cannot be kept secret. 
It is impossible to conceal the fact that our American market has 
been nearly killed by losing the best part of its stock in trade. 
The banks, the trust companies, the insurance offices and private 
investors who used to be always turning over their American stocks 
have been forced out of them into war loans, Treasury bills, ex~ 
chequer bonds or some other form of government credit. They 
have been driven out of what was for years the largest and freest 
market in the House into a practically new and untried market. 
Politicians continue to speak about the consol market as if it were 
still the same gilt edged institution as of old, but seen from the inside 
it is something very different. It has risks and vicissitudes before 
it which old-fashioned consol dealers never dreamed of. There is 
no saying what games the politicians may play with it, or howlong 
it may be able to bear up against their emergency expedients. 

Still less can we foresee how our future war taxes are to hamper 
for generations to come the competitive power of the nation in inter- 
national trade, or how far the hybrid socialism which the war has 
imposed upon us is afterwards to be carried. An early re- 
turn to pre-war conditions is out of the question. It is not even 
expected that the state will stand still where it is today. A further 
advance in the direction of nationalization is considered inevitable, 
and every fresh step taken on that slippery path will mean a new 
outpouring of staze securities. The railways will probably be kept 
for some time under the existing war régime and out of it may 
emerge a new administration on the lines of the Port of London 
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Authority. If the railways go the collieries are pretty sure to follow 
and with the two key industries nationalized the state will be the 
principal owner as well as principal debtor. All British securities 
will be directly or indirectly socialized. As to whetaer or not that 
is to improve their quality there may be many different opinions. 

At the close of the war it will be found that the British market 
has produced not only the largest quantity but the greatest variety 
of war loans on record. Its unfunded debt in particular will be a 
lasting wonder for the financial world. That over 1,200 millions 
sterling of short term securities could be sold over the counter as it 
were within half a year will seem to future ages inzredible. But 
a much greater feat has yet to be accomplished—namely, the funding 
of this enormous mass of floating debt. When thst tremendous 
task has been accomplished the three regular war loans—two 
British and the Anglo-French issue—will have to be renewed in 
some form or another. Evidently the British Treasury has several 
years of tough work ahead of it. 


Tae Untrmats Errects 


So much for the primary effects of the war on British invest- 
ments. But there will be secondary and still more remote effects 
to consider also. How, for example, is British credit likely to come 
through the severe ordeal confronting it? On this point London 
bankers appear to be universal optimists. British credit, they say, 
stands as high as it ever did and doubtless in a superficial sense it ` 
does. But that is not the whole question. Not the quality but the 
strength of the national credit is what will tell in after the war reor- 
ganization. Will the financial resources of the country, viewed in 
their largest and broadest sense, be unimpaired? Only the most 
inveterate optimists can think so. Even unimpaired strength 
would not suffice for the new situation with its enormously increased 
strains and burdens. There will not be real maintenance of power 
unless it has grown equally with the work to be done. 

Every belligerent nation and some neutrals as well will emerge 
from the war in a severely damaged financial condition. In the 
process of pulling themselves together they will have to create in- 
calculable quantities of new securities which will hava to be very 
cautiously handled. It will be impossible to raise them all at once 
to the pre-war level of gilt edged securities. There pill be many 
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readjustments to make and many reorganizations to carry through 
before any approack. to pre-war conditions becomes possible. In 
this purgatorial pericd investment values may be held down by dear 
money, new loans and higher working costs. Material damage has 
been done during the war to nearly every financial system in Europe 
and in some cases it may be very prolonged. So many unexpected 
emergencies had to be faced and so many novel devices had to be 
tried that all kinds of dislocations followed. These not only affected 
the conduct of the war but they are leaving behind them the seeds 
of future trouble. 

By a not unusual irony of fate it may turn out that the damage 
done has been greatest where the greatest pains were taken to avert 
it. London, recognizing its exceptional position in the financial 
world and the responsibilities which such a position entailed on it, 
did its level best to foresée all possible dangers and provide against 
them. Whether in its excessive zeal and its over-anxiety it always 
acted wisely is now generally questioned. No human government 
could possibly have solved offhand all the financial and commercial 
problems which crowded in on the Asquith Cabinet from the moment 
that war was declared. But the ministers being for the most part 
lawyers had unlimited confidence in themselves and no difficulty 
came amiss to them. Very soon they had so many puzzling ques- 
tions on hand that while they were grappling with a comparatively 
unimportant one something much more serious was allowed to drift 
into disaster. One case in point which American readers may easily 
recall is the belated Anglo-French loan of 1915 which was put off 
until a phenomenal slump in sterling exchange rendered it doubly 
dificult to negotiate. 


Tan War AND THD INVESTMENT MARKETS 


In attempting to answer the question which has been put to 
me by the editors cf this war number of The Annals as to the in- 
fluence of the war on the investment market, I should first of all 
premise that a broad view must be taken of war finance. It varied 
widely both among neutrals and belligerents. It was handled very 
differently in various countries and by various governments. The 
financial conditions in Great Britain which had world-wide liabilities 
to protect not only for itself but for half a dozen Allies were neces- 
sarily far heavier than those of the Allied states which Great Britain 


78 THE ANNALS oF THE AMmpRICAN ACADEMY 


helped to finance. It needs no argument that the British task 
was in this respect the heaviest of all. Any finance minister, how- 
ever skillful and courageous, might well have shrunk in despair from 
the innumerable risks and perils which Mr. Lloyd George had to 
face at the outset of the war. It has been sardonically remarked 
that his comparative ignorance of city conditions in those fateful 
days saved him from losing his head. ‘Had he known more he might 
have been less ready with his Treasury guarantees to the bill market, 
the banks and other institutions. 

The sensational measures with which the financial campaign 
opened, however, were justified by success and that may be held 
to exempt them from further criticism. What is of practical inter- 
est now is the complete reversal that afterwards tcok place in the 
official policy. From excessive freedom and liberality the govern- 
ment rushed to the opposite extreme of restriction end prohibition. 
This later policy was afterwards pursued right along with very little 
relaxation but rather with increasing severity. The ostensible 
object of it was twofold—first, to conserve our finarfcial resources for 
the service of the war; and second, to prevent money or securities 
reaching the enemy. The fact of its having been belated may ac- 
count to some extent for the feverish eagerness with which it was 
at last applied. Its principal victim was the stock exchange. 


Errects or Ciosina Tam Stock EXCHANGE 


From July 29, 1914, when the stock exchange was closed until 
the following January when it was reopened business had to be 
carried on in the street. Uncomfortable and inconvenient as that 
was, especially in the cold and wet winter months, it had its com- 
pensations. Dealings were practically free and a considerable 
amount of business was done between offices by telephone or mes- 
senger as well as in the street. The committee issued new regula- 
tions almost daily but they were not as a rule restrictive. They 
were generally intended to solve difficulties or to remove obstacles 
that were always turning up. Many of the old rules had to be 
altered or modified to suit the new conditions. Far, however, from 
being obstructive, much less prohibitive, the new rules were in- 
tended to facilitate business. Members were urged by the com- 
mittee to close up their accounts as far as possible. {Those who had 
stocks to deliver were advised either to deliver or to close them. 
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Those who had stocks to receive were asked to take them up and 
pay for them as soon as they could. There was no suggestion of 
stopping business and arbitrage operations were in fact increasingly 
active. 

All went fairly well for the first three months. Between the 
beginning of August and the end of October considerable progress 
was made with the closing of pre-war accounts. A general 
stock taking then made at the request of the committee showed 
that the outstanding liabilities of the House amounted to about 
eighty or ninety millions sterling. A scheme was now evolved for 
avoiding forced liquidations during the war and the Treasury ap- 
peared for the first time on the scene. It joined the clearing house 
committee of the banks and the stock exchange committee in a tri- 
partite agreement “with a view to avoiding forced realization on a 
large scale of securities held as cover for account to account loans.” 

The clearing banks had previously agreed in consideration of 
the currency facilities given them by the government to continue 
their stock exchange loans until the end of the war and for twelve 
months thereafter at a fixed rate of five per cent. To enable other 
banks and lenders of money to continue their loans for a correspond- 
ing period it was arranged with the Bank of England to advance to 
them 60 per cent of the value of the securities held by them “against 
any loans which they had outstanding on the 29 July, 1914, such 
securities to be valued for the purpose of the advance at the making 
up prices of the 29 July, settlement.” The Bank of England was to 
have the right when any security reached its end of July price to call 
on the borrowers for a ‘repayment to the extent of its value. Fail- 
ing compliance it was to have a right of sale at not less than the 
settlement price. 

These were all the concessions that the Treasury made to the 
stock exchange and such as they were it was much more for the sake 
of the banks than of the stock exchange they were granted. More- 
over, a very substantial guid pro quo was exacted for this nominal 
service. Excuses have been offered for the Treasury that it was 
still confronted by many novel and puzzling financial problems 
arising out of the war, and was justifiably cautious in consequence. 
The banking problems it met fairly and up to a certain point success- 
fully, thanks to the sound advice it received from the principal 
banking authorities who had loyally placed themselves at its serv- 
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ice. Unfortunately no opportunity was given for an equally good 
understanding between it and the stock exchange. : 


Tue PoliTicIaANs AND THe Stock EXCHANGÐ 


The professional politicians have always been shy of Capel 
Court. Many of them look askance at it for moral reasons and 
many more pretend to share these scruples. The average member 
of the House of Commons speaks respectfully of Threadneedle 
Street and Lombard Street, but he is given to sneering at the stock 
market. \He may think that by treating it as a “glorified gambling 
shop” he commends himself to his more strait-laced constituents. 
Or, possibly like the ministerial victims of the Isaac Marconi scandal 
he may not have been very lucky in his speculations. Whatever 
the reason, there has long been an undercurrent of parliamentary 
suspicion and prejudice against stock exchange men. The year 
before the war broke out this had been intensified by the action of 
the stock exchange committee in frustrating the attempt of the 
House of Commons to whitewash the ministers implicated in the 
American Marconi gamble. After the collapse of the whitewashing 
committee and the adoption of a condoning resolution by the 
friends of the government the stock exchange had instituted an 
independent inquiry into the flotation of the American shares. 
The result was a severe condemnation of the transaction and various 
terms of suspension for the members implicated. , Then the public 
had the remarkable paradox presented to them of a higher standard 
of morality being recognized by stock jobbers than by our law 
makers. But the ministers and their henchmen had not long to 
wait for their revenge. The war and the financial crisis into which 
it plunged the city placed every trader and financier in the country 
at the mercy of the government. With none too delicate taste Mr. 

. Lloyd George and Lord Reading assumed control of the stock 
exchange. They practically superseded the committee which, 
however, was no great misfortune as very few of its members were 
men equal to the emergency. 

Moreover, the few strong men among them were under heavy 
obligations to the banks which completely tied their hands. They 
could offer no effective opposition to the edicts of the Treasury 
endorsed as these invariably were by the banks. When at last the 
stock exchange was permitted to reopen on the fourth of January, 
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1915, the permission was to a large extent a mockery. All that it 
really gained was shelter frem the weather under its own roof and 
at its own expense. What it had to give up was not merely its 
liberty but the best part of its business. Arbitrage operations were 
absolutely stopped—an interdict which cut off at a stroke three of 
its best foreign markets—American, French and Dutch. It was 
forbidden to do any business after three o’clock, the precise hour at 
which New York cables begin to come in. It could not deliver any 
bonds or bearer shares which had not been in the physical possession 
of the vendor in the United Kingdom since & certain date in the 
preceding September (1914). It could not transfer any registered 
shares which did not comply with a similar condition. It could not 
take part in the issue of any new shares or in the raising of fresh 
capital for an existing company without the express sanction of a 
special committee of the ‘Treasury appointed to act the part of 
watch dog. It coud not deal either privately or publicly in any 
new issue without the authority of the Treasury conveyed through 
the stock exchange committee. It could not enter into any time 
bargains and ali dealings had to be for cash. 


Tun Imposrrion oF Mintuum Prices 


As if that catalogue of ‘‘don’ts” were not long enough to reas- 
sure the parliamentary lawyers against all the financial perils they 
could conjure up, minimum prices were affixed to the greater part 
of the official list. The “making up” prices of July 27, 1914, were 
adopted as a sort of legal bed rock below which stocks were not to be 
allowed to fall. This edict was not strongly objected to at the time 
nor in fact was there much open opposition of any kind. The 
official description of them as “Temporary Regulations for the Re- 
opening of the Stock Exckange’’ disarmed criticism at the outset. 
But if members had had the slightest suspicion how long the mini- 
mum prices were to be retained they might have been much less 
submissive. No important relaxation of them took place until after 
the successful floating of the McKenna loan in June, 1915. This 
enabled the joint stock banks to unload their heavy lines of consols 
by the indirect process of converting them into ‘‘McKennas.” 
Then they were allowed to flop about ten points and pass into cold 
storage. : 

The next set or minima to be released was colonial government 
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stocks. The joint stock banks had never been very large holders of 
these, so they did not risk much in having the peg taken out. They 
were chiefly held in the House by dealers in the consol and colonial 
markets and before the war the public absorption of them had been 
so persistent that very little floating stock remained. There was 
thus little risk in letting them stand on their own feet. The group 
of securities which suffered most under the minimum régime was the 
preference and debenture stocks of the home railways. For some 
inscrutable official reason these were hung up for nearly a year and 
a half. After many false alarms the pegs were taken out on the 
fifteenth of May, 1916, and a slump of ten to twenty-three points 
at once took place: surely a rare experience for gilt edged securities 
without a trace of wild cat about them. Before tke war they had 
been our most favored trustee investments—more favored even 
than consols. They were held to be quite as safe as consols and 
they yielded a somewhat larger return which commended them 
strongly to middle class trustees. The small investor was also 
partial to them and so were provident societies including even trade 
unions. 

Why this particular market should have been shut down for 
nearly eighteen months defies explanation. None in fact was ever 
attempted. From the first the stock exchange committee disclaimed 
any responsibility for the closure though they could give no informa- 
tion as to the responsible authors. All they could say was that the 
order came from the Treasury and in the public interest had to be 
obeyed. Whether the order was issued by a Treasury clerk or by 
the Chancellor of the Exchequer could not be ascertained. After 
much importunity a reluctant reception was given to a deputation 
of private members who desired information on various knotty 
points. When the deputation arrived it found the Chancellor of 
the Exchequer entrenched in a small crowd of bankers and financial 
authorities including Mr. Lloyd George’s fidus Achates, Lord Read- 
ing. Polite sympathy was all they got. Not a single shackle was 
removed until long after. 


OBSTINACY OF THE TREASURY AND THE RESULTS 


Even when the Treasury found that the boyectting of home 
railway prior charge stocks was recoiling on itself it would not 
yield. Like Pharaoh, it hardened its heart and would not let the 
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Israelites go. Deceased estates came tumbling into Somerset 
House (the headquarters of the Inland Revenue Department) 
nearly every one of them containing minimum priced securities 
for which there was no market. No jobber would buy them at the 
official minimum which was the pre-war price calculated on a yield 
of say four per cent. As the war had knocked down all correspond- 
ing stocks to a five per cent level it was naturally concluded that 
home railway prior charges should follow suit. By keeping them 
pegged up at impossible prices, the Treasury was unable to have the 
necessary valuations made for its death duties. In the course of a 
few months millions of securities accumulated with which it could 
not deal. 

Duties ranging up to 20 per cent of the gross value of a deceased 
estate could not without rank injustice be levied on arbitrary 
valuations ten or fifteen points above market level. On the other 
hand, the liquidation of these estates could not be blocked indefi- 
nitely. At last the Treasury offered what it doubtless considered 
a generous alternative, namely a discount of 74 per cent from the 
official minimum. It thereby created a Gilbertian situation. Stocks 
could be dealt in privately with the Treasury but not publicly in 
the stock exchange. Then there were two minimum prices—the 
stock exchange minimum which was ten or twelve points above the 
market and the Treasury minimum which was only four or five 
points above the market. Nor was this an insignificant case of 
a few exceptional stocks. Hundreds of separate securities and two 
or three hundred millions of money were involved in it. 

During the boyzott the writer was informed by one dealer that 
out of a hundred and fifty stocks on his book he could deal only in 
half a dozen. Holders of the other 144 stocks were absolutely tied 
up with them for eighteen months, and not a word of explanation 
could be got anywhere or a hint as to how long the senseless boy- 
cott was going to be maintained. In the end it was taken off quite 
suddenly and at a few days’ notice. Then another Gilbertian re- 
sult happened. After the first slump had landed prices at bed rock 
a recovery at once set in and within a few days average gains of 
three or four points were recorded. If the Treasury had appre- 
hended a rush of sellers it must have been agreeably disappointed 
for buyers were chiefly in evidence. The dealers had very little 
stock on their books—a surprise which also occurred in other mar- 
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kets, colonial stocks especially. These boycotted markets had in 
fact been nearly sold out before the boycott was put on. 

Then the Treasury had another surprise. The Chancellor of 
the Exchequer had talked early and often about our patriotic duty 
to conserve our financial resources for carrying on the war. Ap- 
parently he thought that by bottling up existing investments he 
would be laying up money for future war loans. But his policy 
worked the other way. While the regular investment markets 
were bottled up his principal war loan—the McKenna loan of 1915— 
declined from par to under 95 or fully five points. As soon as his 
boycott was removed both the war loans and gilt edged securities 
generally lifted their heads again and the stock exchange had the 
best week in its experience since it was reopened. The credit of this 
welcome revival must be shared, however, with Wall Street. It 
gave Capel Court a vigorous lead and Capel Court played up to it. 
For the first time in the war London and New York were both com- 
paratively buoyant. 

Thus we have double proof that the Treasury boycott was a bad 
blunder. While it was in force, the stock exchange languished and 
was dying by inches. The moment it was removed a sharp rally 
took place and healthy markets appeared where there had been 
universal stagnation and despondency. ‘The success of the home 
railway release was so marked as to impress even the Treasury 
pessimists. They were emboldened by it to unlock the last of the 
remaining shackles—those on local loan stocks, Indias, and munici- 
pals (classed in London as “Corporation Stocks’). If anything 
could have been more puzzling than the boycott itself it would have 
been the extension of it to India, 


Tas BOYCOTT AND THE INDIAN MARKET 


The Indian market was the last that should have been boycotted 
for much depended upon it. Political order and security had to be 
preserved by every possible means. Our financial as well as our 
military prestige had to be maintained. The utmost use had to be 
made of the capacious market which India offered for our exports. 
As a safeguard against exchange troubles securities and credit paper 
of every available kind should have been kept in active circulation. 
A living stream and not a dead pool waswhat the emergency re- 
quired. But the lawyer financiers at the Treasury gould not grasp 
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that fundamental principle of business. They could not trust 
business men to take care of themselves and to do their duty by 
the country. So they wove round them a network of prohibitions 
and restrictions which hampered them at every turn. An untold 
amount of help whick might have been obtained from India was 
thus deliberately sacrificed. The greatest of our oversea domin- 
ions, instead of being drawn closer to us by the war as all our other 
dominions and colonies were, was rather held at arm’s length. The 
minimizing of India stocks was not the least of the Treasury’s mis- 
takes. 


Tarn American MARKET 


There were a few markets which fortunately for themselves the 
Treasury could not “minimize” or doubtless it would have been 
done. The largest and most important of these was the American 
market. It would have been useless for the Treasury to attempt 
to control prices which nowadays are made in New York rather 
than in London. The only possible effect of such a policy would 
have been to drive American business out of the House and into the 
hands of foreign firms over whom the Treasury could have little 
or no control. At all events it did not attempt to exercise any, and 
often orders which could not be executed in the official market 
were quite practicable in some Jewish resort across the street. The 
Treasury veto on arbitrage transactions, its three o’clock closing 
edict and the disqualification of all shares which had not been in 
physical possession in the United Kingdom since September, 1914, 
were sufficiently hard on holders of American securities without sub- 
jecting them to the Zurther hardship of minimum prices. 

The beneficial effects of this comparative freedom were speedily 
apparent. From the day that the New York stock exchange re- 
opened prices took an upward turn. This enabled British holders 
of American stocks to liquidate gradually. During the prolonged de- 
moralization which preceded the war, prices had got down to bed rock 
and the upward turn in accordance with its usual rule followed very 
sharply. Between August, 1914, and the special settlement in the 
following November a very considerable rally took place—thanks 
almost entirely to Wall Street. But for it the great reduction in 
the stock exchange account which occurred during these four months 
would have been impossible. Had there been minimum prices 
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fixed on all American stocks London would have been shutting it- 
self out from that opportune boom. The reopening of the London 
stock exchange in January, 1915, was made the occasion of another 
bull performance. The “munitions boom” as it was called, became 
fast and furious, but London had very small interest in it. One or 
two Canadian companies which had obtained large contracts hap- 
pened to have a small market here which flared up for a few weeks 
and then died down. However, even these few crumbs from the 
trans-Atlantic table put fresh heart in the half-ruined Capel Court 


Tun Munitions Boom 


The next notable episode in the American market was a very 
curious one. The “munitions boom” in New York grew out of our 
own shrapnel scare in May, 1915, which precipitated the formation 
of the Coalition Cabinet, the creation of a Munitions Department 
and the huge shell contracts showered on American manufacturers in 
the succeeding months. These special additions to our already 
huge imports from the United States and Canada upset sterling 
exchange so completely that even Downing Street optimism was 
no longer proof against it. The ordinary remedies—gold shipments 
and a few turns of the bank rate screw—would have given only 
momentary relief. The crisis demanded more heroic and durable 
remedies. The banking experts could suggest only two—the 
first, a large loan in New York, and the second a wholesale return 
of our American dollar securities to their native country. This 
was another chance for the Treasury. It began by employing 
dealers and brokers in the American market to buy up all they could 
get of the bonds that could be most easily gathered in. This went 
on for several weeks, bull prices being paid for every obtainable 
-bond. <A direct appeal was next made by the Treasury to the pub- 
lic to sell their American bonds which many of them did. But 
such a Moloch was the sterling exchange at twenty points under 
parity that a second appeal had to be made to public patriotism for 
bonds on loan. All very unique incidents indeed, in war finance. 

London differs from most other financial centers in possessing 
a great variety of markets. The continental bourses depend ona 
few large groups of securities—government stocks, railways, mines 
and metallurgical works. Their industrials are ganerally on a 
larger scale than ours, but more limited in numk2r. American 
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industrials are both numerous and gigantic but even they lack some 
of the peculiar features of the British stock market. For example, 
they have no tea and rubber group. They have few if any colonial 
groups. They have no exploration companies like the British 
South Africa (alias “ Chartered”), the Tanganyika, the British 
Borneo, etc. They have not as yet—though apparently they hope 
to have soon—international corporations destined to extend Ameri- 
can trade and finance to the remotest corners of the globe. London 
was rich in these oversea reserves, second strings to her bow as it 
were, and they did good service when the war strain was greatest. 

In the first year of the Treasury régime, when all the 
investment markets were “minimized,” the stock exchange lived 
mainly on rubber and oil shares. Both commodities were in de- 
mand for war service, and well managed companies were able to 
show handsome profits. A rubber and oil boom gradually developed 
and a comparatively small vclume of operations produced important 
psychological results. They showed that there was still some bot- 
tom left in at least two of our markets. The fact that free dealing 
survived in one or two corners of the House had also an encouraging 
influence. Even the Treasury had to recognize the necessity of 
giving a free hand to rubbers, oils, Kaffirs and shares of that class. 
Any attempt to throttle them in Capel Court would only have forced 
them to find a new outle; elsewhere. Tea shares might have 
migrated wholesale to Mincing Lane while Johannesburg and Cape 
Town would have snapped up the Kaffir Circus. 


Sucrmcr IN BRITISH FINANCE 


The bondage which the stock exchange for nearly two years had 
to endure at the hands of tke Treasury and its promiscuous experts 
may seem incredible to American readers unfamiliar with the tradi- 
tions of British politics anc finance. These have no counterparts 
in New York and some of them are the exact opposites of American 
ideas on the same subjects. Publicity is the keynote of American 
finance. Secrecy is the British keynote. In the House of Com- 
mons, in public departments, in the banks, in the stock exchange and 
throughout the city the historical motto is “ Mind your own business 
and keep it as much as you possibly can to yourself.” Anyone 
who takes the trouble to glance at the questions put to ministers in 
Parliament and the evasive answers which ministers give to them 
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will very correctly conclude that mystification is a parliamentary 
fine art. It is almost equally cultivated in the city. 

What would be thought of the oldest bank in the United States 
if it had never in all its long life made a detailed report to its share- 
_ holders or submitted to them a working balance sheet? But that is 
literally true of the Bank of England. It is the one great inter- 
national bank which never takes down its shutters. Every half 
year the shareholders assemble in the board room to hear the amount 
of the “rest” or divisible balance and to be told what dividend they 
are going to get. Beyond that all is twilight and secrecy. Share- 
holders in the joint stock banks are rather better treated but not 
much. They get a few details of their position, the meagreness of 
which is atoned for by an oracular address from the chairman re- 
viewing the financial condition of the world at large.. This high 
example is followed more or less closely by all joint stock chairmen. 
To make shareholders believe that they are getting valuable infor- 
mation when they are only having their ears tickled with platitudes 
is one of the most useful secrets of British joint sto2k directors. 

When officials and business men take to playing the secrecy 
game on each other the officials generally come aff best. That is 
what happened in the city with most of the special war measures 
that had to be adopted. Quietly, stealthily and sometimes even 
craftily the Treasury and the board of trade gathered up the strings 
of nearly all kinds of business and pulled them this way or that as 
the necessities of the crisis demanded. They appointed advisory 
committees, expert committees, special committees and sham com- 
mittees. They dissolved them, reorganized them. renamed them, 
and turned them over from one job to another indiscriminately. 
They set lawyers to investigate the management of the aircraft 
service and at the most critical stage of the war tae Chancellor of 
the Exchequer deserted the Treasury in order to organize & new 
Munitions, Department. 


Ponimican DICTATION to BUSINESS 


Had Lord Reading and Mr. Lloyd George really been the 
heaven born financiers their friends considered therm to be, the last 
thing they would have dreamed of would be to control the city_ 
from a dark room in Downing Street. Such, however, was the 
régime under which the city had to languish for months. While all 
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branches of commerce were “regulated” the stock exchange was 
practically strangled. Today it is simply a shadow of its former 
self. The American market has suffered so seriously that its re- 
covery will be a question of years. The older and more despondent 
members begin to doubt if it will ever recover at all. Many of them 
have retired from busiress and others have migrated to less dam- 
aged markets. There have been not a few deaths among the 
“fathers of the House’’ accelerated, perhaps, by the “temporary 
regulations.” 

Altogether the contrast between Capel Court and Wall Street 
on this occasion is sad and by no means flattering to British self 
esteem. It may be objected that no fair comparison can be drawn 
between a stock market saddled with a great war and one which 
is enjoying all the advantages of a neutral. But no one would fora 
moment have expected Capel Court to right itself after the first 
shock of the war as quickly and easily as Wall Street did. Making, 
however, all reasonable allowance for its much heavier task the fact 
remains that it floundered and blundered much more than it need 
have done had its management been in wiser hands. No one con- 
nected with it now doubts that it would have got over the crisis 
much more quickly and with less damage had it been more left to 
itself. An entirely free hand it could not and did not expect, but 
the Treasury yoke was unnecessarily heavy and galling. 


Borrar METHODS ADOPTED IN WALL STREET 


In a former work, the writer has paid an admiring tribute to the 
skill and success with which the war crisis was handled at the outset 
by the committee of the New York stock exchange. In describing 
the sensible methods they adopted he said: 


A Committee of five was appointed with absolute power not only to make 
emergency rules but to ses them carried out. They started with a complete 
suspension of business and then granted partial resumptions as the market re- 
covered and could be trusted with a freer hand. In this way the embargo was 
gradually removed and within six months Wall Street was again on a normal 
footing. 

One reason for the greater smoothness and speed with which the restoration of 
Wall Street was effected has been already given—namely, its simpler and more up 
to date machinery of settlement. Another and more important one has now to 


1 British War Finance, p. 131. 
e 


90 Tun ANNALS OF THE AmpRIcAN ACADEMY 


be added. It was the different spirit in which the two operations were conducted- 
Wall Street was allowed to reorganize itself. Its Committee of Five had only the 
stock market to consider and their one duty was to set. it as speedily as possible 
on its feet again. They had not to guard it against war risks or enemy aliens or 
other political dangers. All its operations and arrangemerta had to be regarded 
primarily from the stock market point of view and not as in London from the 
point of view of the Treasury and the banks.? 


Eighteen eventful months have aed since these words 
were written but time has not diminished in the slightest degree 
their force and significance. On the contrary, it has greatly intensi- 
fied the contrast drawn between the British and American stock 
markets. Americans themselves appear to have a very vague and 
inadequate appreciation of the superior freedom and independence 
which their investors enjoy. Even broad-minded and widely 
informed authorities like Mr. Otto Kahn have fallen into strange 
misconceptions as to the relative positions of po-iticians and busi- 
ness men in the old and the new worlds. In an address which he 
delivered in April, 1916, to the American Newspaper Publishers 
Association, he said: 


Everywhere else throughout the civilized world in matters of national policies 
as they affect business the representatives of business are consulted and listened 
to with respect, which is due to expert knowledge. It is only in America that the 
exigencies of politics not infrequently—I might almost say habitually—are given 
precedence over the exigencies of business. When scolded, browbeaten, maligned, 
and harassed, finance may well turn upon its professional fault-finders, and 
challenge comparison. 

That flattering picture of the business expert who is consulted 
and listened to with respect may be in a limited sense true of Mx. 
Kahn’s native country, Germany, but in few other parts of Europe 
would it be recognizable, least of all on’ British soil. Nowhere is 
the professional politician so overbearing and the business man so 
overborne as in the British House of Commons. This unnatural 
and unhealthy condition had its origin twenty years ago in the ad- 
vent of labor democracy. Before the war it was ~apidly becoming 
intolerable. Labor and capital were steadily drifting toward a 
life and death struggle. The war found a lawyer cabinet in control 
not only ignorant of business but jealous of business men and much 
less ready to work with them than to work against them. 

A generation ago Mr. Kahn might have found in London some 


British War Finance, p. 133. 
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traces of his ideal world in which representatives of business were 
listened to with respect even by popular politicians but these days 
had long departed béfore the war. The relations between politics 
and business had undergone an almost revolutionary change. The 
investor had been even more unfortunate than the man of business 
for his center of gravity had been changed not merely once but two 
or three times. The value of money had shifted backwards and 
forwards. Investment values had followed the upward and down- 
ward movements of money. In addition to their own proper risks 
investors had had to suffer all the chances and changes of politi- 
cal finance. A rapid succession of Chancellors of the Exchequer 
with different ideas and policies became a chronic danger to them. 
They began to realize that the Treasury and the House of Commons 
were their natural enemies. 


CONCLUSIONS 


The reader must draw his own conclusions from the foregoing 
description of the Treasury régime in Capel Court. With modifica- 
tions a similar picture might be drawn of the great grain market at 
the Baltic, of the Metal Exchange, Mincing Lane, Lloyd’s and other 
national marts in the city. One and all of them were—not “‘de- 
mocratized” as electioneering dupes had been led to expect, but 
“bureaucratized’—quite a different thing. The defence of the 
Realm Act and its many amendments gathered the whole of them 
into an official net which was drawn closer and closer as the war 
proceeded. Mr. Otto Kahn was therefore under a strange delusion 
when he professed to envy British men of business for the homage 
paid to them by the politicians. The two classes have been at 
daggers drawn all through the war. So far the politicians have 
had the upper hand and they have not hesitated to use it. 

This will be one of the main issues of the next general election 
which the Coalitionists will put off till the end of the war if they 
possibly can. But the House of Commons is confessedly moribund 
and its unpopularity may become so strong as to render any 
further extension of its life impossible. Whether the inevitable 
appeal to the people comes soon or late, it will be a crucial event for 
all the complex interests of the city and especially for the stock 
exchange. The future of British investments is wrapped up in a 
huge combinatign of political, industrial and fiscal problems. 
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Before stock values or indeed any kind of values can regain their 
normal level the struggle of the politician and the business man for 
mastery will have to be decided once for all. Before industrial 
harmony can be reéstablished capital and labor will both have to 
give up their class selfishness and consider what i3 best for the com- 
munity. 

Until some of these bed rock problems are settled the British 
investor will have a very precarious and uncertain outlook. The 
restoration of British supremacy will demand gigantic efforts on 
the part of its rulers, its financiers, its industrialists and its traders. 
Whether people who have hitherto worked chiefly for their own 
hands and who know very little about the higher forms of codrdi- 
nation and coöperation can be induced to close their ranks at a 
moment’s notice is none too sure. It is certain, however, that 
nothing less will rehabilitate the badly battered and now heavily 
mortgaged British Empire. A tremendous iccrease of earning 
power combined with drastic economy both pubic and private can 
alone repair the financial havoc which the war is leaving behind it. 
That calls for loyal and reasonable labor as well as for freedom of 
capital and a minimum of political dictation. 


THE AMERICAN SECURITY MARKET DURING 
THE WAR! 


By S. S. HUEBNER, 
Professor of Insurance and Commerce, University of Pennsylvania. 


Business in the United States is admittedly on a war basis 
today, and the security market is simply reflecting that abnormal 
condition. Preceding historic booms in the stock market have 
usually had as their principal cause some one centralidea. An over- 
worked public imagination, obsessed with some widely advertised 
idea, has usually been responsible for a rise in price levels far beyond ` 
the limits of reason. In 1899 the public mind was inflamed by the 
prospect of large gains irom industrial combinations at greatly in- 
flated prices for the constituent companies. In 1901 the possibil- 
ities of railway mergers proved to be the moving spirit. In 1906 
it was the prospect of greatly increased dividends. In 1909 the 
alluring bait was “melon cutting” and the distribution of accumu- 
lated assets. At present it seems to be belief in the prosecution of 
the world’s greatest war for some time to come, with the prospect of 
continued fabulous war profits. 


War ORDERS THE Basis oF OUR PROSPHRITY 


That the war has immensely increased American business along 
certain lines, especially in those industries that produce the raw 
materials or finished praducts that go to fill the war orders of the 
Allies, cannot be disputed. Pig iron production in the United 
States during the last twelve months has increased nearly 58 per 
cent as compared with tae preceding twelve months. For August, 
1916, production took place at the rate of 3,204,000 tons as compared 
with only 1,995,000 tons during August, 1914; while the price of 
No. 2 Southern at Cincinnati has increased from $13.25 to $17.90 
in January and $16.90 in August, 1916. , The unfilled tonnage of the 
United States Steel Corporation averaged 9,310,561 tons for the 


1 In the preparation of this article the author is indebted for many of the 
statistics presented to the monthly compilations prepared from authentic sources 
by R. W. Babson, and issued periodically in Babson’s Desk Sheet of Tables on 
Barometric Figures for Business Conditions. 
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first eight months of this year, or nearly twice the corresponding 
averages for 1915 and 1914. Unfortunately, no reliable figures on 
copper production are available for this year, but press reports 
indicate large shipments to the Allies and huge orders for future 
delivery, and the price of the metal has advanced from a monthly 
average of 12.31 cents (August, 1914) to 28 cents (September, 1916). 
Probably no less than half of this country’s metal output, it has 
been estimated, is now going for war purposes. Automobile sales 
during the first six months of the year, we are told, were smaller than 
the entire 1915 output by only 15 per cent. The shipbuilding 
industry is also enjoying an unprecedented prosperity, attributable 
chiefly to war conditions, and the number of steel merchant vessels 
- under construction in American yards is reported to be five times as 
great as a year ago. 

Foreign trade returns also show the large part played by war 
orders in our present prosperity. Exports of merchandise during 
the first seven months of this year amounted to the unprecedented 
total of $2,926,280,815, and exceeded the imports by $1,468,561,- 
241. Again, for the year 1915 exports amounted to $3,546,000,000, 
an increase over 1914 of $1,433,000,000 and an excess over 1915 
imports of $1,768,000,000. Although our foreign trade balance of 
$961,000,000 for the first seven months of 1915 was the subject of 
endless comment, being considerably more than twice that for the 
corresponding period of any previous year, it is noteworthy that 
the balance for the first seven months of 1916 is even larger by 
nearly $500,000,000. Yet, the impetus towards even greater ex- 
ports seems to be gaining strength. In fact, the balance of trade of 
$262,838,972 during July of this year (the latest month for which 
full data are available) are more than twice that of July, 1915, when 
the balance was $125,223,965. 

A further analysis of our foreign trade returns shows two im- 
portant features, both emphasizing the importance of war condi- 
tions. The first relates to the great increase in exports to Great 
Britain, France and Russia. On the one hand Great Britain alone, 
between January 1 and the present, has contributed nearly one-half 
our balance of trade. In strong contrast to this situation stands 
the fact that, excluding blockaded Germany, Austria and Belgium, 
no less than seventeen out of twenty-one imporzant countries have 
sent larger imports to the United States during the first half of 
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this year than they did during the corresponding period of last year. 
The second feature to bear in mind is the greatly increased im- 
portance which certain articles play in our export trade. A recent 
tabulation? (issued last August) shows that exports of fourteen groups 
of articles, during the vast ten months, amounted to nearly $1,798,- 
000,000, as contrasted with only $498,000,000 for the ten months 
preceding the war. The comparison shows that exports of six of 
these groups—mules and horses, brass, bronze, etc., automobiles 
and parts, chemicals, zinc, etc., and explosives—comprised a total 
of nearly $810,000,000 for the past ten months against $57,000,000 
for ten months preceding the beginning of hostilities, an increase- of 
nearly fifteen-fold. 


Tue RESPONSE oF Tax Stock MARKET 


The foregoing figures are given to show the important relation 
between war orders and our present prosperity. Since the essential 
function of organized exchange markets, aside from furnishing a 
convenient market place, is to discount future business conditions, 
it is only natural that with the re-opening of the markets in Decem- 
ber, 1914, there should have developed almost immediately a vio- 
lent upward price movement in stocks, representing munition, iron 
and steel, metal, shipping, motor, textile, and other industries which 
shared direcly or indirectly in huge profits derived from exceedingly 


1? Babson’s Report of August 29, 1915, shows the following: 


Exporta Past ten Ten months 

months before war 
Mules and Horses. 1.1.0... cece cece ee eee ee eee $73,000,000 $3,500,000 
Brass, Bronze, ete... ee cece ce eee . 155,000,000 6,000,000 
Automobiles and Parta.... 2... 0... cee ce seen e ee 116,000,000 20,000,000 
Railway Cars...... 2.0. cece cece ee cote re eceeees 21,000,000 10,000,000 
Aeroplanes...... 0.6. .e keen ees PEENES 6,300,000 195,000 
Chemicals ..2. cases. su ces droan Acne see's 93,000,000 22,000,000 
Motorcycles. ......0 1.00. ce cece cece AES 2,700,000 900,000 
Cotton Goods. . .... -asss cece cee cece eee 88,000,000 43,000,000 
Tron and Steel, os ies ea ceeceeneeeancaneeiaes 472,000,000 212,000,000 
Shoes and Leather... 2.0... cece eee 120,000,000 47,000,000 
Canned Goods, Meat and Dairy Products........... 231,000,000 124,000,000 
Wool and Woolen Goods. ........ cece cece eee 47,500,000 3,900,000 
PAA E eis cede saccade sb Maou aie a tale wee ses 36,800,000 828,000 
EExplosived’s oc ssa os t.8 se ss reeewnwns eda davies cee ee 336,000,000 5,000,000 


TORE o esse 80d ibis eG Sais crea siorestess $1,798,800,000 $497,823,000 
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large orders for war materials at extraordinarily high prices. In 
fact the stock market of the past two years has been largely one of - 
“specialties.” As regards shares of corporations of the non-war- 
serving type, the rise in prices, although influenced somewhat by 
increased traffic or business growing out of the war, has been moder- 
ate and not excessive. But as regards the so-called “war stocks,” 
the' stock market witnessed a speculative craze, probably without a 
parallel in history. Alluring possibilities of fabulous war profits were 
the central idea. All other factors that usually play a-prominent 
part, such as unsettled labor conditions, rapidly rising commodity 
prices, a crop failure in the Northwest together with heavy losses 
in corn and cotton, and the destructive effects of the great War itself, 
seem to have been forgotten. 

Not only did the shares of many “specialties” increase several 
\hundred per cent in price within a year, a phenomenon to be dis- 
cussed more fully later, but the volume of sales also reached record- 
breaking proportions. During 1915 shares traded on the New York 
exchange totaled 173,070,962 as compared with 47,899,668 and 
83,470,693 in 1914? and 1913. This year’s transactions are even 
greater, total sales for the first eight months amounting to nearly 
109,000,000 shares as contrasted with less than 97,000,000 for the 
corresponding months of 1915. At the time of writing (September 
23) the New York market has just had its fifteenth consecutive day, 
excluding the two-hour Saturday sessions, in which the trading far 
exceeded a million shares, and approximately averaged a million 
and a half total. It is also worthy of note, as indicating the direc- 
tion of speculative activity, that many stocks which formerly played 
only a relatively minor part in the volume of transactions on the 
New York exchange have suddenly become very prominent. One 
may point to a recent instance, for example, where for an entire 
week the sales of eleven war stocks—American Smelting, Anaconda, 
Baldwin Locomotive, Central Leather, Crucible Steel, Inspiration 
Copper, International Mercantile Marine common, International 
Mercantile Marine preferred, International Nickel, Kennecott 
Copper, and Maxwell Motors—represented over one-third of the 
total sales on the New York exchange. 


3 Note should be made of the fact that the stock exchange was closed for 
nearly four months during 1914, 
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InrLomNcE oF Low Monay RATES 


Another phenomenon of the present market is the prev ailing 
low rate for money. It is en axiom of the street that low money 
rates encourage higher stocl: prices and, vice versa, that great ac- 
tivity in the stock market at inflated prices causes money stringency 
and higher interest rates. Today, however, after nearly two years 
of stock market boom, we have the spectacle of brokerage houses 
getting all the credit they want at 22 per cent, while prime commer- 
cial paper can be discountad at 32 per cent. Crop-moving de- 
mands, record-breaking business at high prices and several weeks of 
million-share days on the exchange seem to have not the slightest 
effect on money rates. There can be no doubt that present abun- 
dance of credit is largely responsible for maintaining stocks so long 
at unusually high prices. 

Such an unusual situation is chiefly the result of two principal 
factors, viz., England’s policy of sending gold to this country and the 
new Federal Reserve Act. England’s wishes are manifestly to 
liquidate at highest prices such American securities as she may hold 
and wish to sell, and to effect loans in the United States at the lowest 
possible rates of interest. With easy money rates and firm stock 
market prices large loans can certainly be distributed to better ad- 
vantage. England has also entered upon a policy of mobilizing 
American securities with a view to using them in this country as 
pledges for loans. Her advantage in carrying out this policy cer- 
tainly lies in keeping the price of her collateral as high as possible. 
Moreover, high prices are also advantageous to England and her 
Allies for the actual sale of American holdings of securities. In 
fact, such sales since the beginning of the war have been an im- 
portant factor in keeping dcwn the price of many leading American 
issues. 

Yet in all probability the sales would have been effected at '’ 
lower and declining prices had it not been for the strong upward 
movement in other quarters of the market. In other words, se- 
curities act more or less in sympathy with one another and rising 
prices in one quarter of the market often enable free liquidation at 
steady prices in another. From every point of view, therefore, it 
is clear that England is vitally interested in the maintenance of 
relatively low interest rates in New York, as well as a high and firm 
security market. To accomplish these purposes she has found it 
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advantageous to pay for a great share of her purchases here with 
gold. As a means to the end just indicated, over $700,000,000 of 
gold has come to the United States since the beginring of hostilities. 
In addition to this factor mention should be made of the Federal 
Reserve Act as a cause of inflation. Again and again we-see it 
stated that warnings concerning the present market should not be 
taken too seriously. The new banking law, providing much greater 
credit facilities than the law it supplanted, will take care of the sit- 
uation—so go ahead! It would be well to bear in mind that the 
present surplus reserve of the New York Clearing House banks, so 
frequently characterized in the newspapers as “very comfortable,” 
would not exist today under the old reserve requirements; instead 
there would be a large deficit. 


Risp IN Tae Price LEVEL or INDUSTRIALS 


Nothing bas happened in the security market since the beginning 
of the war which in any way compares with the speculation in in- 
dustrial stocks, and particularly those benefiting directly or in- 
directly from war orders. In discussing market raovements since 
the beginning of hostilities a clear distinction must be made be~ 
tween industrial stocks and the rest of the market. The latter has 
thus far enjoyed only a modest appreciation; the former present 
the picture of fabulous war profits and an unprecedented appetite 
for stocks at enormously increased prices. The situation is all the 
more noteworthy in view of the fact that it has occurred in the face 
of the heaviest foreign liquidation to which the American market 
has ever been subjected. During 1915 the amount of United States 
Steel common owned in Europe is reported to have decreased 
41.6 per cent. Yet, during that year, the price of the stock rose 
from 48 to 894, and since that time reached 120%. Every reader 
is familiar with the flight of Bethelem Steel from 332 on July 30, 
1914, to 600, and of General Motors from 78 tc 750. In fact, 
nearly every week has had its sensation in the industrial list and 
many issues might be mentioned which increased from 200 to 400 
per cent in the short space of a year. 

} 3 The use of averages, however, will present a fairer picture of the 
situation. Thus, taking forty-seven leading industrials‘ listed on 
the New York Exchange, representative of all important types of ac- 


4 See Appendix. ° 
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tivity, it appears that on July 30, 1914 (closing prices) one share in 
each of these corporations could have been purchased at an aggre- 
gate cost of $2,786. Using the highest price attained during 1915, 
these same shares would have brought a total of $6,045, thus show- 
ing an appreciation of 117 per cent within about a year. By Sep- 
tember 8, 1916, however, the total price had dropped to $5,202, 
an appreciation of 87 per cent over the price of July 30, 1914. 

Selecting next a list of twenty-seven leading industrials,’ which 
have figured largely in the newspaper accounts of war orders, the 
appreciation has been even greater. On July 30, 1914, one share in 
each of these corporations could have been purchased at a total cost 
of $1,178. At the highest prices of 1915 these same shares repre- 
sented an aggregate price of $3,882, an appreciation of 229 per cent. 
By September 8, 1916, the price had declined to $3,111, an appre- 
ciation of 164 per cent as compared with the price of July 30, 1914. 

Even greater has been the rise in the price level of leading 
“ordnance stocks.” Unfortunately, averages cannot well be ob- 
tained here, partly because few of these stocks were quoted on July 
30, 1914, and partly because quotations have been so frequently 
changed by increasing the stock or by shifting old securities into 
new. The combined price of nine of these stocks, however (compar- 
ing the quotations for July 30, 1914, with those of December 31, 
1915), shows an appreciation of 311 per cent. Copper stocks, like- 
wise, owing to large war orders and an increase in the price of the 
metal at New York within the past year from 17.75 cents to 28.38 
cents, have shown large advances. Babson’s average price for 
twenty active copper stocks stood at 54.1 for September of this 
year as compared with 31.9 for December, 1914. 


Promotion of New ENTERPRISES 


Intense activity on the stock exchanges, accompanied by rap- 
idly rising prices and an abundance of newspaper comment on large 
profits and the placing of huge orders, almost invariably prepares 
the public for participation in new ventures and thus furnishes the 
opportunity the promotor wants to distribute his wares. Prob- 
ably never before were rumors of immense orders and prophecies 
of unheard-of profits so persistently paraded before the reading 
public day after day. It is, therefore, not at all surprising that the 


* See Appendix. 
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last four months of 1915 and all of 1916, up to the time of writing, 
should furnish abundant evidence of the avidity with which the 
public absorbed new security issues. 

New incorporations in the eastern states with an authorized 
capital of one million dollars or over are reported as aggregating 
$1,803,000,000 during the first eight months of 1916 as contrasted 
with only $606,000,000 and $618,000,000 for the corresponding 
months of 1915 and 1914. For the past twelve months (September, 
1915, to August, 1916, inclusive) new incorporations aggregated 
thè extraordinary total of $2,624,000,000, or almost three times the 
amount reported for the preceding twelve months. New securities 
issued by existing corporations totaled $1,617,000,000 during the 
first eight months of 1916 and $2,151,000,000 for the twelve months 
from September, 1915, to August, 1916, inclusive. These figures 
are respectively 1.7 and 1.9 times as large as those for the first eight 
months of 1915 and for the twelve months from September, 1914, 
to August, 1915. These totals are all the more significant when we 
reflect that since the opening of hostilities abroad we have loaned 
over $1,500,000,000 to foreign borrowers, and have reduced our 
indebtedness abroad by about $1,800,000,000 through the repur- 
chase of American securities held in the belligerent countries. 

The flotation of motor, munition, steel, chemical and engincer- 
ing stocks, particularly along the lines profiting from war orders, 
constitutes a large part of the totals given. It may be added that 
an examination of the most active of this type of new stocks issued 
during the past year shows that most of them reached their highest 
price level during the period of flotation, and that in the great 
majority of instances present price levels are much below the quo- 
tations prevailing at or shortly after the period of flotation. The 
aggregate underwriting price of fifteen representative and important 
stocks (of the type indicated and floated during the past year) 
was $882. The aggregate “highest price” of these same stocks 
(attained in ten out of the fifteen instances during the month of 
flotation) was $1,259, or an increase of 42.5 per cent over the under- 
writing price. Last August the price was down to $777, a decline 
of over 38 per cent as compared with the highest price and of nearly 
12 per cent as compared with even the underwriting price. 
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RAILROAD AND PUBLIC Servicn Stocks AND BONDS 


As already stated, a discussion: of our subject involves a clear 
distinction between the market mcvements of “war stocks,” or of 
industrial and mining stocks benefiting indirectly from war orders, 
and the rest of the market. As a general proposition the balance 
of the market has not followed the war stocks in their erratic up- 
ward movement. ‘This is notably so with respect to the large group 
of railroad stocks. Despite excellent gross and net-earnings during 
the past year, nearly all the standard railroad stocks have persis- 
tently failed to keep company with the rapidly rising price level of 
industrial issues. 

Using twenty-two leading railway stocks as ‘a basis,® repre- 
senting every section of the country, the average price per share was 
802 on July 30, 1914; the highest price during 1915 was 954; the 
highest price during 1916 was 964; while on September 8, 1916, the 
price stood at only 893. In other words the highest average price 
for these representative railroad stocks since the beginning of the 
war shows an appreciation of only 19.5 per cent over the price level 
of July 30, 1914, while by September 8, 1916, this appreciation was 
reduced to only 11.14 per cent. Contrast these percentages with 
117 per cent and 87 per cent for our list of industrials (including war 
stocks) and 229 per cent and 164 per cent for our list of strictly 
war stocks! ; 

Public service corporation stocks have shown a tendency similar 
to that exhibited by the railroads. Using ten leading and repre- 
sentative issues, listed on the New York and Philadelphia exchanges, 
the average price per share was 68} on July 30, 1914; the highest 
price during 1915 was 813; the highest price during 1916 was 834; 
while on September 8 of this year she price was 803. The highest 
price level, as compared with the price on July 30, 1914, represents 
an appreciation of only slightly over 23 per cent, while at the time 
of writing this appreciation has been reduced to 16.73 per cent. 

In the case of standard bond issues the price level has also 


è Atch., Topeka & Santa Fe, Baltimore & Ohio, Canadian Pacific, Chesa- 
peake & Ohio, Chi., Milw. & St. Paul, Chicago & Northwestern, Erie, Great 
Northern, Illinois Central, Kansas City Southern, Lehigh Valley, Louisville & 
Nashville, Missouri Pacific, New York Certral, N. Y. N. H. & Hartford, Norfolk 
and Western, Northern Pacific, Pennsylvania, Reading, Southern Pacific, South- 
ern Railway, Unjon Pacific. 
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changed but slightly. Babson’s average price of ten leading and 
representative bonds gives 89.5 as the average price for July 30, 
1914, and 91.6 as the average price for September, 1916, thus show- 
ing an appreciation of less than 2.4 per cent. The September 
price compares with 91.8 for January, 1916, 89.2 for January, 1915, 
92.5 for January, 1914, 96.0 for January, 1913, and 101.8 for Jan- 
uary, 1909. The volume of bond sales on the New York exchange, 
it is true, seems large, amounting to over $700,000,000 for the first 
eight months of 1916 as contrasted with only 524 -nillions and 425 
millions for the corresponding months of 1915 and 1914. But these 
figures are apt to be misleading. Owing to the clcsing of the New 
York Exchange following July 30, 1914, there were practically no 
bond sales for four months of that year, and during 1916 trading 
in foreign bonds constituted over one-third of the tctal transactions. 


APATHY oF RAILROAD Stocks 


That bonds, with their fixed interest rate, should not appreciate 
materially is logical enough. We need only consider the present 
temptation to investors and speculators to divert the flow of capital 
to stock issues which permit of participation in the large profits that 
are now being made or are expected in the future. The rapidly 
increasing cost of living, the rising tendency of long-term money 
rates, the general feeling that interest rates, as a consequence of the 
war, will be materially higher for years to come, and the flotation of 
large foreign war issues in this country on a 54 and 6 per cent basis 
with the prospects of further issues, also constitute in their combined 
effect a powerful deterrent to any upward movement in bond is- 
sues yielding only a moderate rate of interest and having a number 
of years to run before maturity. The resale to us of large blocks of 
American bonds held abroad, and the temptation to many to invest in 
foreign securities owing to their low price and the favorable rates of 
exchange, are additional factors that just now weigh heavily upon the 
price level of existing American bond issues. But that the common 
stocks of railroads should not have responded better is not so clear 
and is today a subject of widespread discussion. As the Commercial 
and Financial Chronicle states in its comprehensiva review of rail- 
road gross and net earnings for the first half of 1915.’ 


7 Commercial and Financial Chronicle, September 9, p 837.. 
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The year 1916 will always remain memorable for the magnificent way in 
which the great transportation systems of the United States were able to enlarge 
both their gross and their net income. The year stands unique for the imposing 
nature of the gain m gross and net alike. In this these transportation agencies, 
of course, simply reflect the wonderful expansion in trade and industry generally 
as the result of the demands upon the United States arising out of the gigantic 
conflict, being waged between the leading countries of Europe. Prior to the pres- 
ent expansion in revenues, which had its inception about September or October 
last year, the railroad industry had for many years been languishing. Indeed. it 
was in a bad way, £s cost of operations was rising and traffic and revenues failed 
to expand in a commensurate way. But under the stimulus to industry afforded 
by the present world war, they have now retrieved the past and at one bound re- 
gained all they had previously lost, and, advancing to new heights, are now sur- 
passing by far the bast records of the past. 


Available records clearly show the correctness of the foregoing 
statement. Instead of an sverage net surplus of 217,186 cars, as 
reported by the American Railway Association for the year 1915 
(idle cars reached the large total of 327,084 on April 1, 1915), the 
net surplus for 1914 to September 1, amounts to only 21,145, while 
on that date there was an actual net shortage of over 14,000 cars. 
Babson’s statement for ten leading railway systems shows gross 
earnings for the first seven months of 1916 20 per cent larger than 
for the corresponding months of 1915. For the last twelve months 
these earnings exceeded those of the preceding year by over 16 
per cent. For the same two periods net earnings show an increase of 
approximately 85 and 26 per cent. The Commercial and Financial 
Chronicle’s tabulation for 249,249 miles of road shows that: 

As compared with the six months ending June 30, 1915, the gross earnings of 
United States railroads for the six months of 1916 increased no less than $328,- 
012,578, the total rising from $1,403,448,334, to $1,731,460,912. As against this 
large improvement in gross revenues there was an augmentation in expenses in the 
substantial sum of 161,861,191, but this still left a gain in net in the satisfactory 
amount of $166,151,387, or 42.26 per cent, the total of’the net for the first six 
months of 1916 bemg $559,376,894, against $393,225,507 in the first six months 
of 1915. 


EXPLAINED BY THE UNCERTAINTY OF THE FUTURE 


Such an apparently phenomenal showing makes it somewhat 
difficult to explain the mediocre market advance of our list of rep- 
resentative railway stocks. Manifestly, the significance of present, 
earnings is largely lost when we reflect that the comparison is with 
very unfavorable returns for 1915 and most of the years immediately 
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preceding. Heavy foreign liquidation of American railway stocks, 
no doubt, has also exerted its influence. The stock market is con- 
cerned chiefly with the future, and the discounting of an unfavorable 
railroad situation in the future has probably been more responsible 
than any other factor for the failure of railway stocks to keep com- 
pany with industrials in their violent upward merket movement. 
Greatly increased traffic necessarily means increased equipment and 
enlarged terminals. But rolling stock, other equipment and build- 
ings now cost more than ever before. Moreover, tae labor problem 
has for over a year loomed threateningly over the railroads and is 
likely soon to be even more serious. Skilled labor has already ag- 
gressively pushed its demands and the claims of unskilled labor will 
probably soon follow. In all probability the marke: also regards the 
huge traffic prevailing just now, traceable very largely to the war, 
as purely temporary. With the return of normal peace conditions 
it is probably felt that the railroad troubles of recent years will again 
prevail. It should not be overlooked that the pzice of what the 
railroads sell is regulated by law, while the prices of what they must ` 
buy—equipment, terminals and labor—have been steadily rising and 
are not thus regulated. 


ÅVERAGE Prices LEVEL or ALL STOCKS 


The foregoing considerations serve to show tke importance of 
distinguishing between war stocks and the balance of the market. 
We are too apt, owing to lurid newspaper accounts, to regard the 
unprecedented rise that has occurred in a limited number of stocks 
as a characteristic feature of the entire market. A greater mistake 
could not be made. Considering the stock market as a whole, a 
substantial rise in prices has occurred, but the average rise is not 
out of proportion to that which has taken place in some former bull 
markets. Moreover, if we exclude the war “specialties” in which 
sensational price increases have occurred, the averege price level of 
the balance of listed stocks will show only a moderate advance. 

The Annalist’s table,® giving the market value o? all listed stocks 
on the New York Exchange on September 16, 1916, and at the out- 
break of the war, shows (1) that “no less than $3,044,226,000 has 

_been added to the market value of the securities (shares)? which 


t The Annalist, Sept. 18, 1916, p 357. 
? Words inserted by the author. 
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were listed on the New York exchange at the outbreak of the War,” 
and (2) that “including the accessions (of new shares)’ to the list the 
total market value today is $4,199,157,000 above the aggregate 
market value of listed issues at the outbreak of the war.” The value 
of listed shares on July 30, 1914, is given as $9,225,813,000. The 
rise of $3,000,000,000 in value thus indicates an increase of 33 per 
cent. But even this average, it should be noted, includes all the 
listed war industrial and mining stocks. 

The foregoing general average is quite in keeping with the actual 
improvement of American business as a whole during the past two 
years. Here again we are too apt to regard the unprecedented 
business boom enjoyed by certain corporations as prevailing in all 
industries. This again is an exaggerated view to take. Bank 
clearings of the country, excluding New York," probably constitute 
the best barometer of general business conditions. These amounted 
to $62,750,000,000 during the first eight months of 1916 as con- 
trasted with 47 billions and 49 billions for the same period in 1915 
and 1914, thus showing an increase over 1914 of approximately 28 
per cent. But bank clearings are naturally affected by rising com- 
modity prices. Hence the foregoing increase of 28 per cent must be 
viewed with this factor in mind, and Bradstreet’s Index Number 
for commodity prices, it should be noted, has increased from 9.8495 
on August 15, 1914, to an average of 11.4414 for August, 1916. 

Just as war conditions have shaped the course of the stock 
market during the past two years, so it is now the consensus of 
opinion that the same situation will govern it in the immediate 
future. All manifestly depends upon the. duration of the war. 
War stocks can scarcely be appraised without knowing when the 
war will end, and this is admittedly everyone’s own guess. Many 
stocks are certainly too high if the war should stop within the next 
few months. But should the war and present war orders and profits 
continue for a year or two more, it is argued by many that present 
prices will be justified. Judging from the present volume of sales 


10 Total bank clearings, including New York City, are affected materially by 
dealings on the New York exchange. For the first eight months of 1916 total 
bank clearings of the United States amounted to $158,674,000,000 as against 112 
billions and 110 billions for the corresponding months of 1915 and 1914. Thus 
would seem to show an unusual increase. But the total for 1916 is accounted for 
very largely by the heavy transactions on the New York exchange. 
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and the firmness of prices, Wall Street is evident:y proceeding on 
the theory that peace is still remote and that the belligerent nations 
will continue the gigantic struggle for another year or two at least. 


APPENDIX 


INDUSTRIALS 
July 80, 
- 1914 
Allis-Chalmers ......sessesssessesse ‘Tt 
American Agricultural Chem.......... 50} 
American Beet Sugar..............05 21} 
American Can. ....esseseseesssseseso 22% 
American Car & Foundry............ 46} 
American Hide & Leather............ 34 
American Linseed............ Sees 8 
American Locomotive............06. 23 
American Steel Foundry............. 274 
American Sugar.............e.eeeeee 1024 
American Telephone & Teleg......... 116} 
American Tobacco..............24-5 221 
American Woolen.................-5 12 
Baldwin Locomotive................ 42 
Bethlehem Steel..............02000- 334 
Central Leather. ............000¢ ewe “BL 
Colorado Fuel & Iron................ 23} 
Crucible Steel... 0.00... cece eee eee 144 
Distillers’ Securities... ...........0-- 124 
General Chemical................5-- 171 
General Electric. ..............00005 1403 
General Motors. .........ceeeee cece 78 
Goodrich. .......cccccesececceeceees 23 
Int. Harvester of N. Jo... 0.20... eee 100 
Int. Mer. Marine.............. 2000 24 
Lackawanna Steel................055 30 
National Biscuit................0005 125 
New York Air Brake................ 60 
North American Co............000008 704 
Pittsburgh Coal............ eee eee 17} 
Press Steel Car... . 0... cece eee eee 884 
Pullman Company.............-00-- 154 
Sears Roebuck & Co.............0005 180 
Sloss-Sheffield Steel & Iran........... 21 
Studebaker Corp..........e2eeeeeeee 28 
Texas Company..........ccceeeeeee 123 


High 191E 


High since 
Jan. 1, 1916 


2354 
o 169% 


Sept. 8, 
1916 


23% 
794 
914 
644 
63% 

9% 
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United States Rubber Co... ....sssse. 524 TAL 58} _ 58} 
United States Industrial Alcohol....... 20 1313 170} 114 
United States Cast Iron Pipe & Foundry 9 81g 264 203 
United States Steel... .... ec cee eee eee 554 894 89 1002 
Virginia-Carolina Chem.............. 244 52 51 424 
Western Union Telegraph............ 564 90 964 G6} 
Westinghouse Electric Mfrs........... T3t TAL 71 61¢ 
Willys-Overland...........00.cee ee 85 N268 N325 464 
Woolworth. ......ccceeceeeeeeeeeeee 924 1204 1394 1374 
Totals enea aei an IRE ai 2,786 6,0454 5,859 5,202% 
War rocs 
July 80, High 1915 Highsince Sept. 8, 
1914 Jan. 1,1018 1916 
Allis-Chalmers............0.-008 005 74 494 33} 23% 
American Can........eeceeeee cence 225 68} 65} 645 
American Car & Foundry... ........ 46} 98 78 63} - 
American Steel Foundry............. 274 744 61} 56 
American Woolen Co.........--.000 12 56 55} 464 
American Locomotive..............- 23 74} 882 78% 
American Zino Lead & Smelt......... 122 714 97% 38 
Baldwin Locomotive........-....00. 42 1544 118$ 824 
Bethlehem Steel.............. 0.45. 332 600 550 492 
Crucible Steel... 0... eee eee eee 144 109} 904 834 
Distillers’ Seourities..............-. 124 504 544 454 
Elec. Stor. Battery............e.00e. 47 60 664 664 
General Chemical. ...............00. 171 360 350 310 
General Electrio...........2..00006. 1402 1854 178} 1714 
General Motors. .......-.. cece eeeee 78 558 560 580 
Int. Mer. Marine................005 2} 204 294 49§ 
Lackawanna Steel......... sabes feces 30 94} 86 804 
New York Air Brake................ 60 1642 153} 138 
National Lead... 2.0.0.0... cece eee 41} 702 734 644 
Pressed Steel Car. ... 0.2.20... cee 384 784 654 55 
Studebaker................20 0c eee 28 195 167 1243 
Tennessee Copper........... ec eee 29 70 664 264 
United States Steel..............00. 554 893 89 100} 
Virginia-Carolina Chem. Co.......... 244 52 ~ 61 424 
Willys-Overland..............eeeees 85 N268 N325 - 46} 
Westinghouse Elec, & Mfg. Co. ...... 734 74i 714 81g 
United States Industrial Alcohol...... 20 131% 1704 114 
TOUR) E A cee veuwin tees 1,178 8,882 3,809 3,111 


N= par $100 per share. 


SHORT-TERM INVESTMENTS AS A STABILIZING 
INFLUENCE IN INTERNATIONAL FINANCE 


By Exaur H. YOUNGMAN, 
Editor, Bankers Magazine, New York. 


I. Bouts or EXCHANGE 


Primarily, the value of holding foreign bills as an element in 
stabilizing the condition of the international money market rests 
upon the same principle that applies when a bank goes into the 
domestic market and buys commercial paper. The principle is 
this, that should the bank find it necessary suddenly to replenish 
its reserves and to curtail loans as the readiest meens of doing so, 
this curtailment, if made wholly in the bank’s own locality, might 
not only occasion serious distress but possibly might result in partial 
failure of its object. Moreover, a bank naturally feels more dis- 
posed to exercise leniency toward its local dealers than to those 
outside, and will therefore consider itself under little or no obli- 
gation to renew paper bought in the open market. There is, 
of course, another and even stronger reason which operates to 
cause banks, when having surplus funds, to seek an outlet in the 
general markets of the country, namely, that in so doing the bank 
may virtually make selection from the best offerings of commercial 
paper emitted by firms of established credit and offered for sale by 
brokers of known reputation. These same principles, in substance, 
are those which render the foreign bill a High grade form of invest- 
ment. These instruments, when carefully chosen, are of the very 
choicest quality of commercial paper; their payment at maturity 
may be demanded, and the bank holding them is, as a rule, under 
no obligation to renew. In calling for payment, in the ordinary 
course, the bank occasions no strain on the Americen market; but, 
on the contrary, through the operation, which gives command of 
gold or foreign credit, any existing strain may be relieved. 


Securities Compared with Bills of Exchange 
These statements are, of course, subject to some qualification, 
because, so closely are the great international money markets 


related, that extraordinary demands made by ong upon another 
108 2 
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may react to the disadventage of the one making the demand.’ 
We have seen how, in providing for the stabilizing of European 
exchange, the vast volume of American securities returned here has 
been sent in driblets. Had this not been done, the capacity of 
America to repurchase its securities from Europe might have been 
glutted and thus our ability to be of financial assistance in the 
European crisis would heve been greatly lessened. The normal 
operations of trade and finance do not contemplate that debts be all 
paid at once (some of them are scarcely ever paid), and in the case 
of the securities returned from Europe, most of them were not in 
the form of obligations, payable either on demand or after a short 
time, but they were stocks which represented merely the shares of 
foreign investors in our rsilway or industrial enterprises, or bonds 
generally not payable for many years. There was, therefore, no 
legal or moral obligation on the part of America to redeem these 
stocks or bonds in cash. Al that could be rightfully expected was 
that facilities be provided for their sale in the open market at such 
prices as they would bring and the holders of the securities were 
willing to take. 

It is here that, on the score of immediate availability, the bill 
of exchange offers superior advantages.? It is a direct obligation 


1 The gradual restriction oa lending which follows a rise in the discount rate 
of the Bank of England is thus referred to by Sonne (The City): 

“Tt is rather a slow proceeding and one which practically has an equal result 
all over the world, as England is not in a position to demand of one individual 
country immediate repayment of the whole or part of the funds, lent out in this 
manner, but she must either definitely decline to renew such short loans, or agree 
to renew them only at a higher rate. . . . It has therefore naturally been 
doubted whether this more def2nsive method would achieve its aim, and be guffi- 
ciently sharp in a crisis like this, and whether it would not have been desirable to 
have an additional line of defence, a third, consisting of a big portfolio of short 
bills drawn on and accepted by foreign banks. By throwing such a portfolio of 
short bills on one individual country into the market, it would be possible quickly 
to turn the exchanges of that particular country in our favor, without at the same 
time considerably altering the position in relation to cther trede centres. It was 
thought that this method—with which French financiers are especially familiar— 
in addition to the supply of Erglish bills, would be desirable, and might be useful 
for the purpose of meeting in case of need, as a sort of counter attack, a drain on 
our gold stock from any particular source.” 

2 “Tt was due to the circurstance that France had placed nearly all her capital 
in the shape of long loans, that—although she is one of the richest nations of 
Europe—her figancial position was at first rendered very difficult.”—The City, 
H. C. Sonne, 
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for the payment of money, either at sight or after the lapse of a 
short time—usually thirty, sixty or ninety ` days. Payment is not 
dependent, upon the state of the market for its sale, as in the case 
of stocks or bonds, but merely upon the solvency of the drawer or 
acceptor. In other words, under normal conditions, the payment of 
the bill in accordance with its tenor may be relied upon absolutely. 


Bills of Exchange at the Outbreak of the War 


The outbreak of the great European War in the summer of 
1914 showed, however, that the bill of exchange, though possessed 
of the advantages just enumerated, was nevertheless not without 
its imperfections. In other words, that the most perfect part of 
the delicate mechanism of international finance succumbed to the 
shock of war. 

Not only did the temporary closing of the stock exchanges in 
Europe and America at the outset of the war stop for the time 
being the market for stocks and bonds, but moratoria in most of 
the leading European countries and in South America as well 
suddenly congealed the most liquid instrument of international - 
finance—the bill of exchange. No other course was practicable. 
The credit mechanism, upon whose smooth workings the continued 
successful utilization of this important financial instrument depends, 
had broken down. Cover to meet maturing bills cculd not be pro- 
vided? 

Disarrangement of the mails, closing of frontiers between 
_ belligerent countries, and temporary interference with neutral ship- 
ping owing to prohibitive rates of marine insurance, all added to 
the confusion. American tourists, liberally provided with funds of 
one kind or another, found them unavailable, and the government 
finally sent over a gold-bearing cruiser to relieve taeir embarrass- 
ment. Extraordinary deposits of gold were made to the credit of 

3 The last days of July [1914] were certainly very difficult, and the organiza- 
tion of the banks, so far-reaching in its ramifications, passed through a severe 
trial, which it surely would have been able to surmount without any break in its 
machinery, if it had only been possible to receive the remittances due from 
abroad. It was the non-appearance of these which resulted in an actual money 
crisis. The sensitive discount market collapsed, as the accepting houses would 
soon be unable to pay their—on foreign account—accepted bills, because their 
customers did not send cover.”—The City, Sonne. 7 
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the Bank of England in Canada, by New York barkers, to meet a. 
large volume of maturing New York City bonds. 


Governmental Protection to Bank of England - 

The most telling remedy invoked in this extraordinary crisis 
was the act of the British government in agreeing to indemnify the 
Bank of England against loss in discounting bills accepted prior to 
August 4. Immediately, the bills, which had been a dead weight in 
the hands of their holders, were thrown upon the Bank, whose 
“Other Securities” rose from £65,351,656 on August 7 to £121,- 
820,692 on September 2. This and other measures were so effectual 
that it has been estimated‘ that of the £350 to £500 million of 
bills running at the outbreak of the war only about £50 million 
would remain unpaid at the end, chiefly because the debtors be- 
longed to hostile countries, and on this unpaid sum a substantial 
recovery is not improbable. 

Various devices were resorted to in disenteng the situation 
in the respective countries, government intervention being relied 
on chiefly. In Russia an arrangement was made whereby mer- 
chants were able to buy sterling at a fixed rate, the funds being 
provided by the sale of Russian Treasury bonds in London. 


Foreign Bills a Profitable Bank Investment 


From the pure banking standpoint the object o? handling these 
bills is the profit derived from the discounts or commissions charged. 
They constitute a prime type of banking paper, even the so-called 
“finance bills” being usually drawn against adequate collateral and 
by houses of established standing. But in addition to the protec- 
tion afforded to the exchange rate, and to the gold stcck of a country, 
these bills constitute a form of international currency of great serv- 
ice in carrying on the world’s trade. This service is performed 
without converting into fixed capital the commitments it requires, 
the most liquid form of credit known being employed. 

‘Sonne, The City. 

5“The justification of the English accepting houses ani bill brokers and 
banks (in so far as they engage in this business), is the fact tha; they are assisting 
trade and could not live without trade, and that trade, if deprived of their services, 
would be gravely inconvenienced and could resume its present activity only by 


making a new machinery more or less on the same lines.""—International Finance, 
Hartley Withers. 
e 
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Additional to the influences already recorded, the holding of 

a choice line of foreign bills constitutes a ready means of enlarging 
the lending powers of a bank. Indeed, it has come tc be the custom 
of some banks to regard bills of this character as virtually consti- 
tuting a part of their reserves. Theoretically this may be going too 
far, but in practice a bill immediately convertible into cash does 
constitute at least a secondary form of reserve. This quality of the 
foreign bill stamps it as a most important element of the financial 
mechanism, by whose judicious use great flexibility can be assured 
in a bank’s lending operations or even in those of the banks of an 
entire country, where a central bank or some other specially-de- 
signed piece of financial machinery acts as a monitor of the inter- 
national money market. 

The enormous benefit that may accrue by the accumulation of 
short-time obligations was shown most strikingly in the case of the 
payment of the war indemnity exacted by Germany from France 
at the close of the Franco-Prussian War. More than 5,315,000,000 
francs were paid and only 275,000,000 francs in French coin left 
the country. 

When heavy payments are to be made abroad, the work of 
accumulating exchange is sometimes spread over considerable 
periods so as not to cause disturbance and occasion a rise in price. 
The payment of $50,000,000 by the United States for the rights of 
the French Company in the Panama Canal was at least partly 
made in this way. 

Another useful purpose of accumulated trade credits is shown 
in the following statement: 

The Japanese purchase of approximately $30,000,000 British Treasury bills, 
paying for them in American funds on deposit here, is one of the interesting devel- 
opments of war financing. Japan has built up a credit in this country by balance 
on her trade with us—by selling us more goods than we have scld her. The most 
important item in this trade was raw silk, of which we took from her this year 
169,000 bales—an increase of 20,000 bales over 1913-14. About $50,000,000 of . 
this favorable balance is said to have been on deposit in New York, and out of 


this the $30,000,000 was paid to Great Britain, but the amount did not leave this 
country and is being used to pay us for purchases by Great Britain. 


Attack on Our Gold Reserves After the War 


In Europe the practice of accumulating foreign bills in the 
possession of the great central banking institutions is quite common 


8 The Bache Review, New York, Aug. 19, 1916. s 
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These bills are bought when the rates are low and disposed cf when 
they are high, thus tending to counteract the conditions leading to 
the exportation of gold. It is in this respect that the great New 
York banks, and perhaps the Federal Reserve Boarc, will doubtless 
find it advantageous, as opportunity offers, after the close of the 
war, to gather up a large volume of foreign bilis for use in parrying 
the attack on America’s gold reserves which many regard as sure 
to follow the closing of the war. There are some who fear this 
attack may be so severe as to endanger the maintenance of the gold 
standard itself. They base this fear upon several “actors: 

First.—The cheracter of the various forms of “money” avail- 
able as bank reserves, under the law. 

Second.—The nature of the Federal Reserve Ast, which places 
the direction of the larger affairs of banking and finance in the 
hands of men appointed by the President, and therefore under some 
political restraints which might prevent them from acting as freely 
or effectually as a private bank. 

Third —That following the war, in order to build vp their 
shattered industries, to reduce their currencies more nearly to a 
metallic basis, and to effect a general reconstruction of their dis- 
ordered finances, the European belligerents will enter into a des- 
perate struggle for the world’s gold. 

Fourth-—That the United States will most lkely undergo a 
sharp change in its economic position in the near future, losing 
much of its newly-gained foreign trade other than that represented 
by the export of wer materials (the latter trade being cut off alto- 
gether), and experiencing a severe recession in domestic business 
activity. 

The Probable Effects 

Taking up the latter contention first, while it undoubtedly 
contains considerable truth, it ventures too far into the realm of 
prophecy to be accepted as an accurate representation of what will 
happen. It would be quite as good a guess to sey that we shall 
retain a very considerable share of our new foreign trade, and that 
domestic business, influenced by a successior of good crop years, 
will continue active. 

As to the struggle for gold, it will probably take place, and it 
is difficult to see how America can retain its present stock. No one 
expects that anything like the current abnormal balance of exports 
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can be maintained. On the other hand, we shall not for a long time, 
if ever, pay as much to Europe on account of principal and interest 
on our securities. Tourists’ expenditures, and some other items 
which enter into the international financial balance, will be as large, 
and perhaps larger, than heretofore. If Europe cen produce and 
sell cheap enough to menace our domestic industries through 
“dumping,” this difficulty will no doubt encounter a tariff barrier. 
Europe still holds a large amount of our securities, and may find it 
advisable to part with more of them than have already been sent 
over, 

The objection to the semi-political composition of the Federal 
Reserve Board may or may not be valid. That can only be deter- 
mined by time. Presumably, even from the standpoint of politics, 
the Board will endeavor to shape its policy wisely and for the 
public good. A central bank could not do more than that, although 
it might be a little more prompt and vigorous in its application of 
remedies and a little less sensitive about criticism. 

_ The first factor may prove the one of greatest importance. 
This country has not yet adopted the sound economic policy of 
establishing its banking credits upon gold alone. There are now 
available as bank reserves the following forms of “money,” in sub- 
stantially the amounts named: Legal-tender notes, $346,000,000; 
national bank notes, $682,000,000; silver, $568,000,000; Federal 
Reserve notes, $190,000,000—a total of more then $1,700,000,000. 
The legal tenders and the silver may be counted as part of the 
lawful money reserves of the national banks, while these and all 
the other forms of currency named are quite generally used for the 
reserves of the more numerous state banks. In the face of a severe 
world-wide struggle for gold, such as some people are expecting 
when the war ends, it becomes a question, particularly should trade 
and enterprise slacken here, whether Gresham’s law would not 
become operative and deprive us of a large part of cur gold stock. 


II. SHORT-TERM OBLIGATIONS 


A form of investment practically new to our money market 
has come into being since the beginning of the war—the short- 
term obligations of foreign governments. Prior to the European 
crisis we had made some loans to Canada and a few to several 
foreign countries, but these latter were of a somewhat spectatular 


z 
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and temporary character. They were subscribed for more or less in 
a spirit of financial bravado—to show London what we might do if 
once we took the notion. But having thus gratified our financial 
vanity, we were quite content to dispose of the loans allotted us. 

The loans made to Europe in the last two years are of an entirely 
different character. They have been made in all seriousness. 
France and Great Britain have needed our financial help. Other 
countries, long in the habit of borrowing from these financial giants, 
were compelled to turn here to make fresh loans or to renew old 
ones. But we ourselves were virtually compelled to make these 
loans, or to see American export trade seriously curtailed. 


Our Investments in Short-Term Obligations 
To what extent we have already entered upon the policy of 
investing in foreign short-term obligations may be seen from the 
accompanying statement: 


Anglo-French five-year 58.2... 0... 2c csc eee eens eee ae: $500,000,000 
British Government two-year 58......... 20. ee cece cece eens 250,000,000 
British Bank loan... . ccc cece cence cece ne eee ema nni 50,000,000 
French three-year Joan........ AE Veet cide EE Sawai eee 100,000,000 
French one-year notes... 6. cece tee eee eeennee 30,000,000 
French special credit... 0.0.0... 6 6 cece eee eeceteecerteeeteeee 55,000,000 
Canadian Government...... ... see e cece cece e cence eeneenes 120,000,000 
Canadian municipalities. .... 0... eee eee cee ete ence 120,000,000 
Italian Government one-year notes. .......... cece eee eee eee 25,000,000 
German Government notes. ..... 0. cece cece cece ence eens 35,000,000 
Swiss Government notes. .... 0... . cece ee tee eect eee eens 16,000,000 
Swedish Government notes. ....... ccc c eee e cece e nee eee eeees 5,000,000 
Norwegian Government notes. ........ sesers sorores cve 8,000,000 
Argentine Government notes and bonds....  ....-..... sence 75,000,000 
Panama, Bolivia, and Costa Rica Government notes.......... 4,500,000 
Yucatan Government bonds. ......... cease ee scenes TE 10,000,000 
Russian Government acceptances........ ssesreracs iets tigers 25,000,000 
Russian Government credit 2.2... cc cece sorse cee ence 50,000,000 
Chilian Government bank Joan.....0 22... cs eee eee cee ee eee 10,000,000 
Groetn eerren tanse a ana wie 7,000,000 
Padana ee ia aa a See O a a A 3,000,000 
Newfoundland notes ..,.....sussssesessesseereseesrerensre 5,000,000 

N T AE T AE SE OA $1,502,500,000 


Since this compilation was made, some additional loans or 
credits have been reported, and it may reasonably be expected that 
the above total will soon rise to $2,000,000,000. 
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The chief benefit flowing from loans of this character, under 
normal conditions, consists in the command they give the lending 
nations over goods they need for consumption or for raw materials 
which enter into the manufacture of goods either to meet the home 
demand or for export. It need hardly be explained that capital is 
exported chiefly in the shape of goods, and that the principal and 
interest of capital borrowed are returned largely in the same manner. 
In other words, goods are wanted, not gold. Or, as recently said by 
Sir George Paish:? 

Our accumulated wealth for the greater part consists o? the machinery of 
production, using the term in its broadest sense, of use for the purpose of produc- 
tion, but unavailable for any other purpose than production. Beyond the wealth 
we have built up at home in this manner, we have invested abroad a very large 
sum of money, and for all practical purposes this is the only part of our accumu- 
lated wealth that we are able to turn into consumable goods in order to supple- 
ment the nation’s own productive power and income. 


Their Use in Emergencies 

But there may come a season when the shipment of goods to 
a country may be satisfied for the time being. There may exist an 
“adverse” trade balance which cannot be liquidated in merchan- 
dise. Gold will therefore flow out. It is at such a juncture that the 
possession of foreign bills, arising out of previous favorable condi- 
tions of trade, or possibly “finance” bills drawn against such an 
emergency, or short-term, foreign bonds, notes or credits, will serve 
a most useful purpose. They will fill the gap and prevent the expor- 
tation of gold, for they must either be paid or renewed. 

The value of investing in short-term foreign loans has been 
thus clearly stated :§ 

We may invest in short-term foreign loans that can be corverted into credits 
to check a gold demand. We have already done some of that and will probably 
do a good deal more. There have been bankers so short-sighted as to object to 
our making any loans abroad, but I believe the day will come when you will find 


that those loans, convertible into credits, as they will be, will check gold with- 
drawals and form one of the most important safeguards of our gold stock. 


The advantages of becoming a lending natior are well illus- 
trated in the financial and commercial history of France and Great’ 
Britain. Such a policy has made their wealth cumulative. A most 


! “War Finance,” Journal of Royal Statistical Society, May, 1916. 
£ Some Elements of National Foreign Trade Policy, Frank 4. Vanderlip. 
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striking witness of the value of having large foreign investments was 
given by the recent British loan placed in our markets. Under the 
extraordinary conditions now existing Great Britain could not have 
borrowed here at a favorable rate, if at all, without collateral. That 
collateral was offered, in abundance and of unquestioned character, 
because British investors had accumulated large holdings of the 
world’s choicest securities. 

By investing abroad the United States will greatly aid in the 
work of reconstruction after the war, and will also help in supplying 
nations not engaged in the strife with capital they would otherwise 
have obtained from the belligerents. Furthermore, we shall lay 
a basis for materially enlarging both our exports and imports, for 
capital exported will go to a large extent in the shape of the goods 
the borrowing countries require, just as the interest returns on our 
loans will come to us in the shape of goods we need and do not 
produce ourselves. Most of all, if we are to have the great attack 
upon our gold stock which many foresee, a goodly volume of foreign 
bills and short-term obligations in our possession will serve as a 
shield against such an assault. 

Whether we are yet ready to share permanently in the field of 
international financial operations on any large scale is a matter 
which time alone will determine. But there can scarcely seem a 
doubt of the wisdom of safeguarding the near future by judicious 
short-term foreign investments. 


THE EFFECT OF THE WAR ON NEW SECURITY ISSUES 
IN THE UNITED STATES f 


By Gorpon Bruyrax Anpmrson, A.M. 


Wharton School of Finance and Commerce, University of Pennsylvania. 


The European war has thrown a tremendous burden upon 
the investment markets of the United States. In addition to the 
problem of making a place for new security issues of established 
corporations and of financing new enterprises, American invest- 
ment bankers and their customers have been face to face with 
the necessity of purchasing an enormous aggregate of securities 
of American corporations heretofore held in foreign countries, and 
of absorbing over one billion dollars of the bonds of belligerent 
governments. 

There is a limit to the amount of securities which the investors 
of a country can absorb. This limit, in the last analysis, is deter- 
mined by the aggregate savings of business and professional men, 
added to the reinvestment of income derived from dividends and 
interest. It is an axiom of finance that when the supply of securi- 
ties offered exceeds this amount a portion of them cannot be 
marketed. These undigested securities, as they are frequently 
termed, remain in the hands of underwriters and promoters, or 
clog up the collateral loans of banks, frequently laying the 
foundation for panics and other serious financial disturbances. 
When the investment market shows signs of an over-supply of 
securities, those least favored or offered on the most unfavorable 
terms, are passed by. The promotion of new enterprises is cur- 
tailed. Corporations postpone entering the financial market for 
new capital to finance extensions and improvements. In brief, 
the output of securities is diminished until the market is able to 
absorb a larger supply. 


VOLUME or SECURITIES Issunp DURING THE WAR 


Has the output of securities in the United States been de- 
creased as a result of the European war? The secord of new 
118 
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security issues for six years preceding the beginning of the European 
struggle and since that time, so far as available, follows: 


New Sscurrrizs Issump IN THR Untrep STATES 


(In thousands of dollars) 
Year Corporate Municipal's, ato, Total 
1908 $2,584,396 $313,797 $2,898,194 
1909 3,247,609 339,424 3,587,034 
1910 3,485,890 320,036 3,805,826 
1911 3,576,919 396,859 3,973,778 
1912 4,548,759 886,551 4,936,311 
1913 3,179,990 408,246 8,583,236 
1914 (Jan.—June) 1,580,460 855,998 1,336,459 
1914 (July—Dee.) 751,004 110,376 361,381 
1914 Total 2,331,465 466,375 2,797,840 
1915 (Jan.—June) 1,335,721 320,304 1,856,116 
1915 (July—Dec.) 1,625,887 167,567 1,793,454 
1915 Total 1,961,809 487,961 2,449,571 
1916 (Jan.—June) 2,807,056 275,740 3,082,796 
1916 (July—Dec.) 613,780 57,739 671,520 
1916 Total 8,420,837 333,480 3,754,317 


The security market was slow in recovering from the effects 
of the panic of 1907, and we, therefore, find a steady and rather re- 
markable increase in the volume of securities floated in the years 
1908, 1909 and 1910. The maximum security output was. reached 
in 1912 when nearly $5,000,000,000 of securities were floated. At 
this point the security market suffered a curtailment, and in 1913 
security issues aggregating only $3,500,000,000 were brought out. 
The record from that date is significant as reflecting the influence 
of general business conditions on the security market. In the first 
six months of 1914 a little less than $2,000,000,000 of securities were 
marketed. During the last six months of the same year, after the 
outbreak of the war, financing fell off to $861,000,000 making a 
total of considerably less than $3,000,000,000 for the year. It is 
true, however, that in normal times, the last half of the year is less 


1 The figures for corporate securities were compiled from Bab3on’s Desk 
Chart. The data conserning municipal issues were compiled from the Commercial 
and Financial Chronicle. The above computation takes no account o? the repur- 
chase of American securities held abroad, of the government loans effected by the 
European belligerents since August, 1914, or of issues of new corporations outside 
of the eastern states. 
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active in this line than the first half. - During the first six months of 
1915, or the second half-year of the war, there were issued over 
$1,600,000,000 of securities. In the second half of 1915 nearly 
$1,800,000,000 were brought out, the steady increase being due to 
the revival of business, caused by the industrial activity created by 
enormous war orders placed by foreign powers. Luring the first 
six months of 1916 we find the security market extremely active, 
over $3,000,000,000 of securities being issued. July and August of 
1916 reflect the same conditions as prevailed in former years with 
new financing slightly decreased. During August the flotation of 
motor stocks constituted a large part of the new financing. It must 
` be remembered that the figures given on page 119 are not complete, 
for it is impossible to cover all new issues of securities. While a 
prophesy is dangerous and in most cases fruitless, yet unless there 
is a distinct change in financial conditions, the output of new 
securities in 1916 will closely approximate, if it does not exceed, 
the high water mark of 1912. 

A review of the above comparison shows, in brief, that the first 
shock of the war radically curtailed the volume of new security 
issues, but under the stimulating influences which have existed 
since the advent of war orders and the return of industrial prosperity, 
the power of absorption of new securities is as great as in any pre- 
vious period of our history. This record is all the more astonishing 
when we consider that since August, 1914, American investors have 
been called upon to absorb in addition over $1,740,000,000 of 
European war loans and approximately $1,300,000,000 of American 
securities formerly held abroad. 


AMBRICAN SECURITIES RETURNED To Our MARKAT 


Let us first take up the resale of American securities by foreign 
investors in the American market. The only accurate information 
at hand concerning foreign holdings of American securities is that 
compiled by President Loree, of the Delaware and Hudson Com- 
pany. 

Mr. Loree’s figures give the par value of American railroad 
securities held abroad at different dates. Industrial or American 
municipal securities are not included in the figures submitted. One 
hundred and thirty-six railroad companies reported securities held 
abroad. On January 31, 1915, $2,704,402,364 in par value of 
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AMERICAN RAILROAD SECURITIES HELD ABROAD ON AUGUST 1, 1016. 
Par value Market value 
CAN, 


Class of securities July 31,1916 July 31,1915 Jan. 31, 1915: July 31,1916 July 31, 1915? 
Preferred stook... $120,597,750 $163,129,850 $204,304,400 $93,816,715 $117,868,383 








Seoond pref. stock 4,858,650 5,608,850 5,658,150 2,060,256 2,115,415 
Common stock... 336,761,704 511,437,356 573,880,303 234,154,103 342,225,958 
Notes ow. oa 9,070,955 24,632,202 58,254,390 6,844,240 22,674,284 
Debenture bonds 74,706,900 160,288,700 187,508,310 69,858,284 141,444,593 
Coll'tl trust bonds 85,166,470 180,590,850 282,418,415 66,526,092 136,422,186 
Mortgage bonda. . 774,793,834  1,150,339,180 1,371,156,851 628,183,797 962,081,613 
Equap. trust bonds 7,788,300 25,253,201 20,233,455 7,016,683 24,480,410 
Car trusts . .... 836,000 29,000 as. eee esmas 681,320 29,060 
Receivers’ oortifi’s 958,000 ` 2,201,000 998,000 958,000 2,201,000 

Total....... $1,415,628,563 $2,223,510,229 $2,704,402,364 $1,110,099,000 $1,751,437,912 


1 Market value as cf August 2, 1915 
2 No market value determined for first compilation. 


American railway securities were held by foreigners. By July 31 
of the same year the amount so held was reduced to $2,223 ,510,229, 
showing that approximately $500,000,000 were disposed of during 
these six months. The last figures obtainable, as of July 31, 1916, 
show that all but $1,415,628,563 have been liquidated. From a 
study of these figures we see that nearly one-half of the railroad 
securities held by foreigners have come into American hands dur- 
ing the last eighteen months. If account is taken of industrial 
securities, municipal bonds and railroad securities owned abroad 
but standing in the name of American bankers holding them as 
agents, it is estimated that between $1,500,000,000 and $1,750,000,- 
000 of American securities have been returned from abroad since 
the outbreak of the war, two years ago. 


New Forsran Loans Fuoatap HERE 


The American investment market has been called upon to 
absorb between $800,000,000 and $1,000,000,000 of foreign-held 
securities a year. In view of the large output of new securities by 
domestic corporations, this record is most remarkable. But even 
this tremendous volume of securities does not measure the extent of 
- the market which has prevailed during the last two years, for it 
does not take into consideration the floatation of the various loans 
in the United States by Canada, the Latin Americas, or the 
belligerent nations of Europe. The record of such financing, in so 
far as ascertained, is as follows: 
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FO pees aea a teks eating -...  $1,800,000,000 
Canada and Newfoundland..... ......c...0. cee 335,000,000 
Latin Ameria... ccc cece cee e ee « ` 105,000,000 

Totala a aaan e Hee eas Sa ER $1,740,000,000 


This estimate indicates that there has been floated in the United 
States since the outbreak of the European war over $1,740,000,000 
of foreign public loans. 

Has the foreign liquidation and the financing of the belligerents 
curtailed the financing of American corporations and municipali- 
ties? From the available data, the question must be answered in 
the negative, for the records show that more securities have been 
issued than was the case in the year preceding the war. It might 
be urged that a comparison based on the total issues of securities 
of all kinds, such as has been used, is not a fair index of the extent 
of the security market or of the degree to which the war has affected 
those securities which are entitled to rank as investments. A large 
proportion of the total capitalization represented in the above table 
is of a speculative nature. This portion represents the securities 
of new industrial corporations which have not established them- 
selves as business enterprises, and where the capitalization is, 
therefore, in large part nothing but a claim to a share of anticipated 
profits, and to a good will of unknown value. If we separate rail- 
roads and industrial security issues and compare them by six- 
months’ periods, we find that no facts are disclosed which impeach 
the conclusion that the security market has been one of large capac- 
ity. 

The following table compiled by The Journal of Commerce 
classifies the financing of railroads and industrials for the six months 
(actual issues) and gives comparisons with a year ago. 


RAILROADS 
1916 1915 Change 
Bonds oeo dne ea ees $270,281,300 $331,475,300 — $61,194,000 
Notes: cea rmson enas 209,205,000 135,708,800 + 783,496,2 


Stocks... . 2... ..... 26,203,400 5,485,000 + 20,718,400 


Ota ces sicoe cheeses 3505,689,700  $472,669,100 , +$33,020,600 
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INDUSTRIAL CORPORATIONS 


1016 1915 Change 
Bonds.........- weeceeee $300,232,300  $159,194,500 +-$141,037,800 
Notesi eona Sebo bie Foes 160,286,100 84,468,500 + 75,817,600 
Stocks... 2... .......020 eee 368,373,100 51,842,500 -+ 816,530,600 
otal cut aewec tae aes $828,891,500 $295,505,500 +-$533,386,000 
Grand total.......... $1,334,581,200 $768,174,600 +3566,406,600 


The real effect of the European war upon the sale of securities 
by established American corporations has been to compel a higher 
interest rate. Large corporations have been compelled to compete 
for money with the foreign governments, which have been constantly 
increasing the rate which they will pay. With European war loans 
selling on a 5% per cent basis or better and with Canadian loans 
marketed at prices yielding the investor above 5 per cent, it is obvi- 
ously difficult, if not impossible, to market railroad bonds on a 4 
per cent or 44 per cent basis. As a matter of fact the most notice- 
able feature of American corporate borrowing has been the higher 
yields offered to the investing public. There is nothing in. the 
situation at the present time which would support the conclusion 
that the end of this movement has been reached. 


Tse Disposition or Tuusn SECURITIES 


Have the investors of the United States absorbed the additional 
capital issues of American corporations and municipalities, the 
European liquidation of American securities and the foreign war 
loans floated in this country? If such absorption has occurred the 
general investment situation must be regarded as sound, but if, on 
the other hand, a considerable proportion of one or all of these 
groups remains unabsorbed, the situation must be regarded as un- 
healthy. Securities are not really marketed until they are actually 
sold to the investor. So long as they are in the hands of the under- 
writers or investment bankers they constitute an element which may 
prove dangerous in case of financial disturbance. In most cases 
securities in the hands of bankers and underwriters are pledged with 
national, state or private banks as collateral for loans, which is 
another way of saying that the money to purchase them from the 
corporations has been largely borrowed. An undue expansion of 
collateral loans, would, therefore, be regarded as an unfavorable 
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symptom and indicative of the fact that the American investing 
public are being fed with securities faster than they can be absorbed. 
Unfortunately data concerning collateral loans of the national and 
state banks are not available for a later date than June 30, 1915. 
There is no way of telling at the present moment what expansion 
has occurred in this class of loans during the succeeding fifteen 
months. 


COLLATERAL Loans or Our BANKS 


The collateral loans of the state banks for the year ending 
June 30, 1915 (covering the first ten months of the war) expanded 
$133,000,000 over the loans reported in the previous year. The 
collateral loans of the national banks on June 30, 1914, aggregated 
$2,409,805,178, of which $1,036,976,740 were demand loans and 
$1,372,828,438 were timeloans. On June 30, 1915, the total collat- 
eral loans aggregated $2,633,326,003. The increase occurred en- 
tirely in time loans, which would lead to the assumption that there 
was a larger “carry” of securities by investment bankers. It is 
not safe to presume, however, that the collateral loans entirely 
représent securities being thus carried. A large proportion of these 
loans represent the borrowing of business men and others for the 
purpose of financing their enterprises. Collateral loans of the 
national banks increased in volume from June, 1913 to June, 1914 
some $241,000,000. The increase in collateral loans in the year 
ending June, 1915 was $224,000,000. It is reassuring to know that 
there was no unusual or abnormal increase in this year. 

Much speculation is heard as to whether collateral loans have 
unduly expanded in the twelve months ending June, 1916. It is 
likely that there has been considerable expansion. An analysis of 
this expansion would to a large extentindicate whether America was 
carrying an unusual amount of undigested securities. 


Tuer Investuant Hoxpines 


In this connection it is interesting to analyze the investment 
holdings of our banking institutions. National and state banks, 
trust companies, private and savings institutions constitute one of 
the largest classes of bond buyers. If we group the banks outside 
of the national banking system, that is to say, the state, mutual 
savings banks, private banks, and loan and trust,companies, we 
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find that over a period of five years ending June, 1915, their holdings 
of state, county, municipal, railroad, public utility and other 
bonds—except United States bonds—have increased from $1,112,- 
553,992 in 1911 to $1,346,613,857 in 1915. It is impossible to 
say what changes have occurred in this account for the year ending 
June 30, 1916. 

The national banks in June, 1913, held $1,050,587,650 of bonds, 
other than United States bonds. According to the last statement 
preceding the outbreak of the war, June, 1914, the bond holdings 
aggregated $1,015,981,900. A year later the total bond holdings 
were $1,191,128,000. In June, 1916 the bond holdings were $1,528,- 
832,000, an increase in twelve months of $337,704,000. In the 
same period deposits increased $1,500,000,000 and the total resources 
of national banks increased $2,100,000,000. Certainly it could not 
be contended that an increase in bond investments of the amount 
indicated above is excessive, in view of the tremendous growth in 
deposits and resources of national banks. 


Tom War AND FINANCIAL CONDITIONS 


With this general review of the statistical progress of the se- 
curity market we turn to a more detailed examination of the effect 
of the war upon investment conditions. It will be remembered that 
the first important effect after the outbreak of the war and continu- 
ing for practically all of the last five months of 1914 was the paral- 
ysis of the investment market which did not resume any activity 
until after the opening of the stock exchange on November 28. 
Foreign commerce was demoralized. It was not until one power 
controlled the sea that we find it again on the upward trend. The 
foreign exchange situation became very acute and developed to a 
point where the American dollar had greatly depreciated in terms 
of the English pound. This situation was greatly relieved by the 
operation of the $100,000,000 gold pool and the exportation of gold 
in large quantities from the United States to England and Canada. 
This embarrassing foreign exchange situation was brought about 
by the falling off in our exports and also by the effect of the mora- 
toria declared by the various belligerent nations. Americans were 
forced to pay debts abroad which were due, but on the other hand 
" were not receiving remittances of debts due by foreign merchants. 
Later the foreign exchange situation was reversed. Even though 
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the moratoria in some cases were extended, the targe exports of 
American goods called for payments which the foreigner was not 
meeting with the shipment of commodities, but was “orced to meet 
with shipments of gold. England and France were very unwilling 
to release any large part of their gold holdings for it reduced their 
ability to extend credit, and finance war obligations in their own 
country. Hence English and French merchants were forced to pay 
a very high price for bills of exchange with which to settle their 
debts in the United States. 

The situation became serious. Although the United States was 
the recipient of large importations of gold, even this did not check 
the fall in sterling exchange, and it was not until the flotation of the 
$500,000,000 Anglo-French loan in this country taat sterling ex- 
change recovered to any extent. Even at this time the English 
pound is greatly depreciated in terms of the American dollar, but 
due to further credits arranged with American bankers, the pound 
sterling has not fluctuated widely. Even though quctations do not 
resemble normal times, the difference does not lie wholly in the 
visible balance of trade. 

Following the close of the London and New York stock ex- 
changes and the paralysis of our foreign commerce, we find a com- 
plete disorganization of American business. Bankers were not 
prone to encourage extensive business operations at this time, nor 
was the business man anxious to increase his facilities, for in many 
cases he found himself with large stocks of goods on hand and little 
work for his plant because of cancelled orders. This condition 
necessarily led to unemployment and a consequent fooding of the 
labor market. Manufacturers were not making money and busi- 
ness suffered a depression which is sometimes referred to as the 
depression of 1914. In this depression many companies lowered 
and in some cases suspended their dividends. This destroyed the 
basis of financing new issues. 


EFFECT on THE MARKETS 


The bond market reflected this condition: It is very difficult 
to determine to what extent the prices of securities fell, because of 
the “pegged” quotations during the suspension of stock exchange 
operations. Generally the tone was not optimistic. With the 
placing of large war orders business was revived in certain industries, 
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and soon acted as a general stimulus to all trade. The manufacturer 
found himself in the position where he could sell at his own price, 
instead of at a bargain, and this situation necessarily meant larger 
profits. The labor market was directly affected, for the demand 
for labor was steadily increasing, and the growing assurance that 
America could withstand the strain and irregularities caused by the 
European struggle brought about a return of public confidence. 
The opening of the stock exchanges marks the end of the period of 
fear and distrust. The banks had large surplus reserves and money 
was very cheap, so that the American manufacturer was able to 
finance his operations at a low cost, so far as short-term loans were 
concerned. When the foreign exchange situation turned in our 
favor, that is when sterling exchange crossed the par point, it signi- 
fied that our commerce was moving in sufficient volume to liquidate 
our indebtedness and that we were able to realize on goods which 
had been tied up temporarily and also on new goods which were 
being manufactured on foreign order. 

At this time the investor was looking for bargains in securities. 
He anticipated heavy European liquidation of standard securities 
at low prices, and even though banks were making short-term loans 
at low rates, it was very difficult for the railroads of the United 
States to float long-term issues. Therein comes the distinction 
between floating and permanent or fixed capital, for while the banks 
were lending at comparatively low rates the investment market was 
looking for a higher yield, which prevented normal issues of new 
capital from being sold. The railroads were not strongly bidding for 
investment funds because the business depression was still continu- 
ing to a diminishing extent, and they had not as yet shared in the 
prosperity which had affected but few industries. Judging from 
the idle car figures, and also from earnings, the railroad situation 
was becoming worse from month to month as the war continued. 
It was not until the early summer of 1915, according to the fore- 
going barometers, that they began to share to any appreciable ex- 
tent in the activity of American commerce. Since that time, with 
the exception of the month of June, the number of idle cars has 
decreased until at the present writing figures indicate that a car 
shortage is immjnent. 
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RAILROADS, PUBLIC Urinitims AND MunIcrIPpsLITrEs 


The fact that the railroads had a great many idle cars also 
signified that their terminal and track facilities were not wholly 
used and hence they did not need new capital in large amounts to 
extend such facilities. Operations under constructicn at the begin- 
ning of the war were in many instances discontinued or curtailed. 
Generally new propositions were not undertaken fcr two reasons: 
first, because of the period of uncertainty; and seccnd, because of 
the inability to get capital on favorable terms, since the American 
investor was holding off to wait for bargains in American securities 
held by foreigners rather than buy new securities issued for the 
extension of work in the United States. 

Practically the same situation existed in the public utility 
field. Street railway earnings were lagging which is usually the 
case during any period of unemployment. The working man was 
not riding as frequently, and the earnings of electrie light and gas 
companies were directly affected because the public was economiz- 
ing. This is especially true in certain localities particularly the 
middle west. These factors stunted the demand for new capital 
to be used for additions and extensions in this fisld. However 
certain standard properties, of which the Detroit-Edison is an ex- 
ample, successfully, disposed of securities during tie period. In 
most cases these securities had a vogue due to the established busi- 
ness of the issuing company. 

The market in municipals was slow. This market is largely 
an institutional market and quickly reflects genera. business con- 
ditions. In periods of depression there is a falling off in savings 
and a hesitancy to invest in a falling bond market. With the 
improvement in labor conditions and an increased prosperity in the 
industrial field we find this market improving. 

During the year 1915 the United States was called upon to 
finance foreign governments. Canada, which theretofore had dis- 
posed of practically all of its securities in England, turned to us in 
order to sell its public bonds. The proposition which they offered 
was very attractive, because of the high interest rates. American 
bankers also took Argentine loans aggregating $79,000,000. 

War orders had given tremendous impetus to American business. 
The Allies were buying at a rate of which the publ.c had no con- 
ception. It will be remembered what a sensation -he size of the 
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Anglo-French loan caused, for it disclosed in part the huge opera- 
tions which America was conducting for the allied powers. Con- 
tinuous liquidation of foreign-held American securities kept the 
prices of railroad stocks and bonds down. These foreign security 
holdings were very attractive, first, as to price, and second, because 
the railroads were now showing & better margin of earnings, and 
therefore, were a safer investment than heretofore. 

The continued importation of gold increased the lending 
power of our banks enabling the easy money market to continue. 
The industrial boom meant profits to the manufacturer and it may 
be safely assumed that the business man absorbed a great many 
securities, for the business man’s investments are determined by 
his profits. The Anglo-French loan was underwritten with appar- 
ent ease, but the syndicate could not liquidate fast enough without 
beating down the price of these securities. If the syndicate had 
been any less powerful, the loan probably would not have been 
absorbed so quickly. The underwriters took their shares at once, 
gradually disposing of the bonds as a market could be found for 
them among individual investors and later we find part of the loan 
being disbursed as dividends by manufacturers of explosives. 


ABSORPTION OF SECURITIES A SERIOUS PROBLEM 


Experience showed that the American investor was slow to 
take the securities of foreign governments, for he feared repudiation, 
and, moreover, expected collateral security which has been the 
basis for issuing some of the later loans. 

Tremendous speculation in industrial shares, especially in 
stocks of manufacturers of munitions and automobiles, brought 
into being industrial combinations and new companies. This 
marked a period of increasing prices in stocks, but a careful study of 
our general security market reveals the fact that with the exception 
of the “war stocks” the rise has not been as general as people have 
been made to believe. The year 1916 opened with a continued 
good bond market lasting throughout the first six months. Early 
in 1916 the municipal bonds and public securities generally were 
very popular because of the income tax regulation exempting them 
from taxation. Bank interest rates were higher than before the 
war. Continued European liquidation did not seem to affect the 
market for newssecurities. The period is also marked by additional 
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financing of European powers. The later foreign _oans and the 
liquidation of foreign-held American securities have had to compete 
with new issues of railroad, public utility and other corporate securi- 
ties issued at higher rates of interest, which absorbed a large part 
of the investment fund of the United States. 

As to the future no one can prophesy what will happen in the 
investment market. War orders are continuing, but increased 
wages and the forcing of shorter hours upon American business 
have increased the cost of production and doubtless decreased 
profits. An increased demand has raised the cost of raw materials, 
therefore directly affecting the situation. Nevertheless, the coun- 
try is very prosperous and the investment fund necessarily large. 
If the European liquidation goes on to the end it may stunt the 
market for new securities of railroads and public uzilities, but in 
view of the increased business in the United States we have reached 
the point where we must have new fixed capital in thse industries, 
therefore, increasing competition between these two groups of 
securities may be expected. It is very likely that a -arge part of the 
current sluggishness in the American security market, if it can be 
called sluggish, is due to labor troubles. This s:tuat.on makes the 
investor pessimistic and leads to market uncertainty. Large in- 
vestment bankers avoid commitments fearing that market conditions 
may radically change before they can sell that wh.ch they have 
bought. The writer has purposely omitted any discussion of the 
Mexican situation and also the national political situation as in- 
fluencing the marketing of new securities in the Unit2d States. 

In conclusion several effects may be noted. American corpora- 
tions have lost the investment, fund of foreign ccuntries. The 
United States is practically dependent upon the investment demands 
of its own people. In addition to financing local necessities we 
doubtless must absorb securities formerly owned by forszign investors. 
As this is accomplished we are gradually converting our country 
into a creditor nation. The railroads have suffered, secause of the 
competition which their. securities have had to meet, at certain 
periods during the war. It is possible that this cless of security 
will have to be offered on a more attractive basis. In the long run 
it should be comparatively easy to finance American enterprises 
entirely with American capital. 


FINANCING AMERICAN WAR ORDERS 


By Tuomas Conway, JR., Pa.D., 


Professor of Finance, Wharton School of Finance and Commerce, 
University of Pennsylvania. 


Wax orders have revolutionized America’s position in inter- 
national affairs. In point of age and development, the United 
States is a young country. It is scarcely two generations since 
the west was settled. We have needed large amounts of capital— 
more than could be provided from the savings of our people. Our 
natural resources, favorable climate and energetic population have 
furnished a combination which has been attractive to investors of 
all nations. The great commercial nations of Europe, especially 
England, France and Germany, have in the past years invested 
enormous amounts of money in this country. America, therefore, 
might be compared to a thriving, growing industrial plant for the 
construction of which large amounts of money had to be borrowed 
and on which there still remains a large mortgage. The plant 
has earned large profits, enabling it not only to pay interest upon 
the borrowed money but to return handsome dividends to its 
stockholders. War orders are enabling America to pay off rapidly 
the mortgage on the plant. We are ceasing to be a debtor nation 
and are approaching the position where we will become one of the 
great creditor nations of the world. 

Whatever may be the merits of the question as to whether the 
United States is preserving neutrality in selling munitions of war 
to one set of belligerents, the other being debarred because of the 
blockade, there can be no doubt that, from an economic stand- 
point, America is one of the strongest factors in the Allies’ struggle. 
Without her material assistance, the chances of success for the 
Allies would be perhaps hopelessly reduced. The workshops of 
America have turned out an enormous supply of goods of every 
character directly or indirectly employed in warfare. Every 
American workman engaged in such work is taking the place of a 
cifizen of a belligerent country who would otherwise have to remain 
at home in thé factories in order that the necessary munitions 
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might be produced. American workmen, in this sense, therefore 
may be regarded as substituting for European soldiers. It is not 
the purpose of this article, however, to deal with the international 
aspects of the munitions business. The question is one for deter- 
mination according to the principles of international law. How- 
ever, it is important for us to understand the reason why the Allies 
turned to the United States, just as the central powers would have 
done were they able to control the seas—for supplies of munitions. 


Tan Immensp Votumm oF War MATERIALS EXPORTED 


It is almost impossible to determine the exact extent of the 
war orders which have placed in America. They surpass in volume 
anything imagined prior to the European conflict. The sudden 
outbreak of war paralyzed American business. A large proportion 
of the English merchant marine was requisitioned for military 
purposes. German shipping was driven from the seas. What in 
substance amounted to a blockade was established around Germany, 
cutting off one of our largest foreign customers. Thousands of 
men were out of employment. Relief committees and other phi- 
lanthropic organizations were swamped with demands for assistance 
to the unemployed. The paralysis of international exchange, the 
closing of the stock exchanges throughout the entire world, and the 
dislocation of trade relations affecting most of the civilized coun- 
tries profoundly depressed all forms of business enterprise. Fac- 
tories were running on part time or were completely shut down. 
These conditions were peculiarly favorable to the nations urgently 
in need of war munitions of every chardcter. American manu- 
facturers were anxious to do business; work upon orders could be 
undertaken at once. Thus it happened that within a few weeks 
after the outbreak of the war, America’s industrial condition began 
to be revivified by the injection of war business which has since 
become the outstanding feature of our commercial and industrial 
life. 

The extent of war orders and the influence which they have 
exerted upon industrial conditions in this country can be under- 
stood if we set down for comparison the amount of goods of this 
character which had been exported prior to and since the outbreak 
of the war. We will first make a comparison of the exportations 
of those articles which are obviously used in military operations: 
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Twelve Months Ending June 


Articles Exported 1914 1915 1916 
(Value ) 

Horses.. a.e cee cece ee eee eee $3,388,819 $64,046,534 $73,531,146 
Mules........... cA tes 690,974 12,726,143 22,946,312 
Horse shoes..... .---. sees : 98,835* 2,001,258* 2,185,079" 
Aeroplanes and parts of... ... 226,149 1,541,446 7,002,005 
Automobiles and parts of (not 

including engines and tires). 33,198,806 68,107,818 120,000,866 
Automobile tires...... 3,505,267 4,963,270 17,936,227 


cycles, bicycles, wheelba>- 


rows and hand trucks..... : 51,676,222 85,108,341 167,742,608 
Explosives. ..... Jepe Te 6,272,197 41,476,188 467,081,928 
Barbed wire .... 0.00.0. 4,039,590* 7,416,389*  23,909,209* 
Boots and shoes..... ee 17,867,234 24,696,795 47,134,810 
Harness and saddles ... ; 786,455 17,460,519 7,529,720 
Firearms... ...... be ei 3,442,297* 0,474,947* 18,065,485* 

, Surgical apphances, includirg 
instruments... . .... .... 1,494,888 4,979,044 3,521,888 


$118,900,590  $324,545,357 $933,632,002 
*In footing the totals, duplications, indicated above by (*), have been avoided. 


In passing it should be noted that war broke out in Europe 
on July 28, 1914. By comparing the value of exports of each of 
the articles enumerated above for the twelve months ending June 
30, 1914, with the amount exported in the two succeeding years, 
the extent of the stimulus which war has imparted to those indus- 
tries can be measured. It will be seen that whereas in the year 
ending June 30, 1914, the total value of the above mentioned arti- 
cles exported was $118,9C0,590, the amount exported in the year 
ending June 30, 1915, was $324,545,357; while in the year ending 
June 30, 1916, they aggregated $933,632,000. 


Exports oF Inpirect Mmitary VALUS 


War orders are variously defined and according to the defini- 
tion the volume of such business will vary. If a narrow con- 
struction is applied, the serm being used to include merely those 
articles which are used directly and unmistakably in military 
operations, their volume would be compassed within the above 
table. But an accurate construction of the term would involve 
the inclusion Of a large number of articles which are not directly 
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employed in military operations. War involves the destruction 
not only of men but of a large amount of property which, in times 
of peace, would be used in gainful occupations. It involves the 
demoralization of labor forces, for the places of those taken to the 
front must be filled by inexperienced men, or in many cases remain 
vacant. Modern war has for its background a tremendous and 
Herculean business organization engaged in the production of food, 
clothing, ammunition, weapons and supplies of every character 
necessary to effective operatidns of armies numbering millions of 
men. Industries of every great belligerent have been largely re- 
made. Factories which have produced cloth, for example, have 
been ripped out and converted into metal working shops. Other 
textile factories have, through changes in machinery and methods, 
been adapted to the production of uniforms, in which work special 
requirements must be met. Thus it follows that America has 
furnished not only an enormous quantity of goods directly useful 
in war, but she has been called upon to furnish a large amount of 
machinery and equipment of every kind which is necessary for the 
reconstruction of European industry or for substitution for goods 
which in peaceful times were produced by one or the other of the 
belligerents. 

One of the most easily understood illustrations is foodstuffs. 
When France called millions of men to the colors, she depopulated 
her farms. It became necessary, therefore, to import a larger 
supply of foodstuffs than had theretofore been necessary. If we 
compare the exports of articles which are indirectly used in warfare, 
we will find that there has been an enormous expansion in this 
portion of the export business of the United States, which must Le 
classified as a part of our war orders: ` 


Twelve months ending June 
Articles exported 1914 1915 1916 
(value) 
Brass, articles made from...... $3,966,645 $12,819,873 $128,331,820 
Breadstuffs .. ......... ...- 165,302,385 573,823,878 435,696,629 


Copper and manufactures of 


(except ore)... .. 146,222,556 99,558,030 178,946,226 


Manufactures of cotton.... . 51,487,233 71,974,497 112,053,127 
Metal working machinery. .. 14,011,359* , 28,162,068" 61,315,032* 
Total iron and steel and manu- 

factures of.. .. a. 2... 251,480,677 225,861,387 621,209,453 


Meat products...........0..0 148,261,846 205,785,46% 286,795,608 


FINANCING AMERICAN WAR ORDERS 135 


Twelve months ending June 
Artiolea exported 1014 1915 1916 
(value) 
Zinc and manufactures of (ex- 
cept ore and dross).......... $406,208 $21,243,935 $45,867,156 
Wool and manufactures of (in- 
cluding wearing apparel)..... 4,790,087 27,327,451 538,983,655 


Cotton wearing apparel..... .. 10,767,448* 29,550,090* 34,226,664* 


$766,897,637 $1,238,393,817 $1,838,324,012 
* In footing the totals, duplications, indicated above by (*), have been avoided. 


Combining the totals in the two preceding tables, we find that 
the volume of exports of those articles now directly or indirectly 
used in warfare had amounted to $885,798,227 in the year ending 
June 30, 1914. In the year ending June 30, 1915—the first year 
of war the total was $1,562,939,174 while in the year ending June 
30, 1916 the total was $2,771,956,014. The increases in the amount 
thus exported in the last two years over the exports for the year 
ending June 30, 1914, is a rough measure of the war orders which 
America has filled: 


Year ending June 30 
1O1D 3 siaoks Hie eda wstiaes EE T D Aas $677,141,000 


TOG seca a oa eke pun a <... 1,886,158,000 
$2, 563,299,000 


The increase in America’s export trade has been almost en- 
tirely confined to the articles enumerated above. The value of all 
other classes of merchandise, not specifically enumerated above, 
exported from the United States in the two years of war, as com- 
pared with the year preceding the outbreak of the war, was as 
follows: 


Year ending June 30 
1914...... Ss A DOn ost R S PER $1,443,885,798 
VQ i Sas he Sh idle kare whee” prie «igs 1,153,239,201 
1916 .. sal” i a eE D cae Auauna rak Tes 1,500,441,760 


Under ordinary conditions, the British blockade would have 
resulted in a material reduction in American export trade because 
it would have cut off Germany and her allies, numbered among 
our largest customers. As a matter of fact, the tremendous ex- 
pansion of American trade is all the more remarkable because it 
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occurred in the face of the loss of the trade of the central powers. 
The comparative exports of all classes from the United States to 
the two groups of belligerents during the year preceding the out- 
break of the struggle and the first two years of war are as follows: 


VALUÐ or Exports or MBRCHANDISE 





Twelve months ending June 
1914 1915 1916 
Central Powers: i 
Austria-Hungary ... 5 $22,718,258 $1,238,669 $152,929 
Bulgaria ......0.02 00. 326,734 12,490 44,223 
Germany. ....... ... 344,794,276 28,863,454 288 851 
Turkey.... 0... g ewo a 3,328,519 994,120 42,169 
Totalgs........... ..  $871,167,787 $31,108,638 $528,172 
The Alles 
Belgium........ .. Sots $61,219,894 $20,652,315 $21,844,638 
Frantodi an at aa, prenis 159,818,924 369,397,170 630,672,504 
Thal! or h nt weds 74,235,012 184,819,638 270,489,922 
Russia..... 0. 0. 0.0000. 31,303,149 60,827,531 313,515,364 
United Kingdom .. . ... 594,271,863 911,794,954  1,518,046,263 
Totals... .........005 $920,848,842 $1,547,501,858 $2,754,568,691 


The Allies’ blockade has practically isolated the Central 
Powers. Their exports have fallen to a negligible point. On the 
other hand, the purchases of the Allies from us have nearly trebled. 
The problem of financing war orders in America, therefore, relates 
almost entirely to the purchases of the Allies. 


INTERNATIONAL FINANCING BEFORE THE WAR 


An understanding of the financial problems involved in paying 
for American war orders depends upon a comprehension of the 
general principles underlying the payment of debts between citizens 
of different countries. It is an axiom of business that international 
indebtedness, whether public or private, is settled almost entirely 
by the exchange of goods, giving rise to banking credits. Whatever 
balance there may be after these credits are exhausted is liquidated 
through the shipment of gold. The account of the United States 
with the rest of the world may be illustrated by reproducing the 
comparison made by Sir George Paish for our National Monetary 
Commission some years ago: 
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Forrien Traps cr tae Umirep Srares, 1908-9 


Merchandise: 
Exports— 
Domestic .. $1,638,000,000 
Foreign.... 25,000,000 
Totals ernir & . $1,663,000,000 


Imports... 0.2.00. cee es ..  1,812,000,000 


Excess of merchandise exports over imports $351,000,000 


Gold: 
Exports. cs es duadeseense) wes $92,000,000 
Trmporte seesi dennira ay a 44,000,000 
Excess of gold exports over imports....... 348,000,000 
Silver: 
Exports... 00... cece eee ee cee $56,000,000 
Imports. ... 0.0... e eee eee 44,000,000 
Excess of silver exports over imports ...... $12,000,000 


Total excess of merchandise, gold and silver exports over 
AMA POLEB sis vais nr enia A EDE ere eases «weed oe 20 


Remittances for interest, ete.: 


“favorable balance of trade.” 


Tintereat sedieiss dice ebaleeddaslediaes bag edees $260,000,000 
Tourist expenditures 0.0... 0... ccc e cece eee 170,000,000 
Remittances to triends............ see e eee eee 150,000,000 
Breight sic de seca ule Sete Ci eds tn ale the Ow ele 25,000,000 
Total remittances... ...... cece cece eee c tere nee eens 


Excess of sum remitted for interest, tourists, to friends, 
and for freight over trade balance................. 
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3411,000,000 


$184,000,000 


Sir George Paish estimated that the above balance of $184,- 
000,000 was liquidated or settled by permanent or temporary 
investments made by citizens of other countries in the United 
States. A word of explanation concerning the above tabulation 
may be helpful. America, for a generation, has been exporting 
much more than she has imported, resulting in what is known as a 


This favorable balance of trade or 


excess of exports over imports, which in the year under considera- 
tion amounted to some $411,000,000, is eaten up through payments 


s 
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which citizens of this country must make to foreigners for various 
purposes. The first item represents interest payments on foreign 
capital invested in this country, amounting'to some $250,000,000. 
To this must be added the tourist expenditures of our citizens who, 
in peaceful times, went abroad for the summer. The excess of their 
expenditures over those of Europeans visiting this country was 
estimated at $170,000,000. The item “remittances to friends” 
represented assistance given by American immigrants to their 
relatives in the mother country. Inasmuch as most of America’s 
oversea, trade is handled in ships flying other flags, it follows that 
we must pay some $25,000,000 a year for freight. 

The situation which Sir George Paish depicted in his com- 
parison for the year 1908-09 is generally representative of the 
conditions which prevailed at the outbreak of the war. The trade 
balance of the United States, that is to say the excess of exports 
over imports, including not only merchandise but gold and silver, 
in succeeding years, was as follows: 


Year ending June 30 
N EAEE EEE EE dere tec dah bilan ah $278,330,267 
VOL EE Coated: ee bik astiveaa’ qed oehares 489,809,443 
MOLD: ced sie rae beim e seb sae aa se sere saws 577,289,769 
NOU pik ET E E T T 691,790,307 
Ei E AE A E E ues gta c. cecacietenas 540,791,780 


According to the best estimates, America’s fixed charges pay- 
able to Europe, representing remittances for goods purchased, 
tourist expenditures, remittances from Americans to friends residing 
abroad, remittances for freight, insurance, etc., remained in the 
neighborhood of $600,000,000 per annum. This sum might be 
termed the United States’ fixed charges which every year must be 
liquidated by an excess of merchandise exports over imports. 
When this excess has been less than $600,000,000, the deficiency 
has been made up through the exportation of gold from this country 
or the sale of additional American securities to European investors. 
When the balance of trade of the United States exceeds $600,- 
000,000, Europe must either ship us gold or sell securities in our 
markets. As a matter of fact under normal conditions, as we have 
seen, the balance of trade corresponds very closely to what we have 
termed the fixed charges of the United States. 
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CHanass BROUGHT Aspour BY THE WAR 


With the advent of war orders, the situation was entirely 
revolutionized. The following comparison will show how abnor- 
mal became our trade relations with the rest of the world: 


Year ending Merchandise Excess of exports 
June 30 Merchandise exports imports over imports 
1914.... ... . $2,364,579,148 $1,893,925,657  $470,653,491 
1915.. ~, .  2,768,589,340 1,674,169,740 1,094,419,600 
1916... j . 4,333,658,865 2,197,883,510 2,135,775,355 


To settle this abnormal excess of exports over imports, total- 
ing in the two years of war in the neighborhood of $2,300,000,000 
(a sum roughly equal to the exportations of munitions of war), 
constitutes the financial problem of paying for American war 
orders. There are three methods by which a nation may settle 
an unfavorable balance in zccount with the rest of the world. The 
first is the exportation of zold, for gold is the international money 
of commerce. The seconc method is through the sale of securities 
in the markets of a creditar nation, the proceeds of which may be 
used to liquidate the balance of debt owing to that nation. The 
third method is to borrow a sum equal to the remaining indebted- 
ness in the creditor countzy or in some other country from which 
the proceeds of the loan megy be transferred to the creditor country 
to settle the indebtedness. All of these methods have been em- 
ployed for many years. They have been used to an extent here- 
tofore undreamed of in firancing American war orders. 

In view of the fact tLat Germany was cut off from America 
by the blockade, the prcdlem of financing war orders concerns 
almost entirely the purchases of England for herself and her allies. 
It should be noted that at an early date England, by arrangement 
with her allies, assumed control of the matter of financing American 
purchases. Most of the financial operations have been carried on 
through the firm of J. P. Morgan & Company, acting as fiscal agents 
for the British government 


THe Procepure FoLLowmD In War FINANCING 


The procedure followed in financing American war orders can 
be divided into certain phases, each of which is more or less clearly 
defined, although in point of time overlapping. Immediately fol- 
lowing the declaration of ar, American bankers were embarrassed 
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by the necessity of providing gold for exportatior. to Europe in 
settlement of American debts. America for years Lad been in the 
habit of making short-time loans in foreign money markets during 
the spring and summer, to be repaid through the sals of cotton and 
other staples exported in the fall and early winter. It has been 
estimated that such borrowings were usually in the neighborhood 
of $400,000,000. Pressed as they were for funds, European bankers 
demanded repayment of these loans, while at the same time the 
uncertainty at the beginning of the struggle for ccmmand of the 
sea drove British and German ships alike to seek the safety of the 
most convenient harbors. Our foreign trade was paralyzed. 
Grain, cotton and freight of every character piled up at the sea- 
board and congested railway yards and terminals throughout the 
country. American bankers found themselves in zhe position of 
having loans to repay without being able to avail themselves of the 
proceeds of our customary export trade which would normally 
move at that season of the year. The only alternazive which was 
open to them—for European and American stock exchanges were 
closed and hence the sale of securities could not be resorted to— 
was the exportation of gold. During the first few weeks following 
the outbreak of the war, gold moved to Europe in lerge quantities. 
The net loss to this country from august 1 to December 31, 1914, 
amounted to $81,720,000. 

As a matter of fact, the outflow of gold was cheeked somewhat 
prior to the close of the year 1914. The reéstablistment of ocean 
communication and the lessening of the rigors of the British mora- 
torium made available sufficient credits, shortly after the first of 
November, to enable American bankers to meet tkeir obligations 
without the exportation of gold. Sterling exchange reached 
$4.86 on November 12, indicating practically normal conditions. 
‘In the’ meantime, Europe had been placing enormous war orders 
in America. The financial requirements necessary to meet these 
commitmentsand the realization that Europe’s purchases of food- 
stuffs and raw materials would be greater than ever. led American 
bankers to believe that the worst was over, in so far as preserving 
a stable financial equilibrium was concerned. Ascordingly, on 
November 28, 1914, the stock exchange was opened, with limitations 
upon trading designed to prevent wholesale liquidation at ruinous 
prices. These limitations were shortly thereafter removed. 


(a 
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PURCHASES IN ÅMERICA AND Tumme Erructs 


The enormous purcheses of the Allies in America speedily 
turned the tables, so that instead of having to export gold and face 
a sterling exchange rate of $5, America was in a position where 
British exchange sold down to unheard of levels, touching the low 
point at $4.49 on Septembar 4, 1915. An enormous importation of 
gold occurred. From surface indications one might have concluded 
that financial England was dangerously near a state of demorali- 
zation in handling the exchange problem. Apparently there were 
no adequate means of cr2ating the necessary credits in America. 
In the absence of any authentic explanation, various reasons have 
been given for England’s apparent lack of policy controlling the 
exchange markets. One explanation which has been offered is that 
England over-estimated the extent of the liquidation in the New 
York market by foreigners. of American securities owned by them. 
As a matter of fact, whatever may be the real reason, the fact re- 
mains that the inflow of zold continued in very large quantities, 
reducing the reserve at the Bank of England to a point which in 
peace times would have been considered dangerous. It was evident 
that the Allies must devise other methods to finance their American 
purchases. 

It should be added parenthetically that the importation of 
gold has continued at irregular intervals throughout the entire 
period since the outbreak of the war. Gold has moved to this 
country whenever other methods of financing American purchases 
have been insufficient, anc it is reasonable to suppose that we have 
not yet reached the end of such gold importations. The record 
of gold imports and exports, together with the net loss or gain 
throughout the period of war compares as follows: 


GOLD IMPORTS AND EXPORTS . 
(000 Omitted) 
- Not movement 
Time Exports Importa `. kor~ 

Aug. 1914 to Dec. 31, 1914..... $104,973 $23,253 $—81,720 
Jan. 1, 1915 to July 2, 1915 .... 6,266 146,960 +140,694 
Jul. 2, 1915 to Dec. 31, 1915... 24,727 ~ 804,995 +280,268 
Jan 1, 1916 to June 30, 1916.. 67,291 190,149 +122,858 





Nebineresse sereine Seales decease o a Aa aA $462,100 
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The net addition to the gold stock of the United States from 
the outbreak of the war to June 30, 1916, was $462,100,000. 

In point of aggregate amount, the shipment of gold to the 
United States in settlement for war purchases was the least impor- 
tant method employed. By far the larger part of the tremendous 
balance which the allied nations owed us has been paid through the 
sale of securities in American markets, creating credits which could 
be utilized in payment of these enormous debts. The securities 
sold in this market consisted of two classes: (1) the sale of govern- 
ment bonds and other obligations created by the belligerent nations 
to finance the war; and (2) the re-sale in America of European 
holdings of our securities. 


FLOTATION OF Foreign GOVERNMENT LOANS 


The flotation of foreign government loans in America has been 
accomplished under conditions not altogether favorable. American 
investors have a natural prejudice against putting their money into 
projects located at a distance. The average bond buyer prefers 
the security of a corporation situated near his home to one conduct- 
ing business in a distant part of the country. When he is asked 
to put his money into some enterprise in a foreign land, he has 
shown little enthusiasm for the project. It was, therefore, a rather 
difficult matter to make a market for large amounts of European 
government securities. During the period when large gold ship- 
ments were being made to America, European bankers had effected 
short-time credits with American financial institutions. As the 
maturity of these short-time loans approached, it became impera- 
tive that they should be funded by some more permanent method 
of financing. J. P. Morgan & Company, as the fiscal agents of the 
Allies, after extended negotiations, formed ‘a syndicate which 
floated $500,000,000 of bonds representing the joint obligations 
of the English and French governments, bearing 5 per cent interest 
and maturing within five years. These bonds were offered at 98. 
Looked at from a strictly technical viewpoint, the loan was only 
moderately successful. The bonds have never sold up to the 
issuing price. A great deal of hard work was necessary to get the 
investing public to absorb them. However, in view of the un- 
familiarity of American investors with foreign loans and the prej- 
udices which existed, the success of the loan was probably as good 
as could be expected. . . 


FINANCING AMpRICAN- WAR ORDERS 143 


The Anglo-French loan was followed by the sale of a number 
of smaller issues and the creation of short-time credits. The New 
York Journal of Commerce has prepared the following summary of 
the foreign loans effected in America from the outbreak of the war 
to June 30, 1916: 


Evrorman Loans NEGOTIATED IN THE UNITED STATES 
August 2, 1914 to June 30, 1916 


Anglo-French governments 5 % 5-year bonds..........0.0.005 $500,000,000 
British banking credit for six months at 44 %, renewed for 12 

months atb earnais anesse Sosaats soe saoer eds 50,000,000 
French government: 

Treasury notes, 5 % one year (paid)........... ceseeeeeee 10,000,000 

Treasury bonds, 5 %, one year (paid)... ........ce eee e cence 30,000,000 

Commercial eredit....... o 0 5 cece cece ee ceeeeeee vers 20,000,000 

Collateral loans made through “Rothschild’s and secured by 

Penna. R. R and St. Paul 2. R. bonds (paid)............ 30,000,000 

Acceptance credit for one year... ... eee eee eee eee 15,000,000 

Additional acceptance credit............... 0005 cece neces 16,000,000 
Russian government: 

Credit, 64 %, 3 year. oris ei ccc cece eres nee e ia Aa ia Ea 50,000,000 

Acceptances (paid). ........essesesseresvucssesrevenserse 25,000,000 

Credit to Russian-Asiatic bank 2.2.0... .... 00. c see eee eens 25,000,000 

Treasury notes 5 %, one year (paid)... .... cee eee eee eee 10,000,000 

Banking credits, private arrangements.......... 0. .eeeeeee 7,000,000 
Italian government bonds, 6 %, 1 YAT. cree ee cere eee eee 25,000,000 
German government: 

Notes, 5 per cent, 9 months (paid). ... 0.0.0... eee eee eee 10,000,000 

Notes (6 % basis) due April, 1917.......... ccc ceca eee 10,000,000 

Banking credit (estimated). ........ ccc cece eee ners 6,000,000 
Swiss government, notes 5 %, 1, 3 and 5 years...... Poan fst 15,000,000 
Greek government, loans negotiated with banks............... 7,000,000 
Swedish government, notes, 6 %, 2 years... ......... svete 5,000,000 
Norwegian government: 

Bonds, 6%, 7 YAS... os... cececeeeeee cece ceeeeeue as 5,000,000 

Notes, 6 %, 2 and 3 years ..... na a cece eee eee ee tees 3,000,000 
Miscellaneous loans and banking credits (estimated) Meaty, ea 27,000,000 

Potala defs ate caw ted a e a aa aa $900,000,000 


The aggregate face value of the loans negotiated in America 
(presuming that the statement of the Journal of Commerce includes 
all of the loans negotiated: is $900,000,000. If we add to this total 
the excess of gold importetions in America over, exportations from 
this country of $462,100,000, we have a total of $1,362,100,000. 
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Comparing this with the abnormal trade balance of $2,500,000,000, 
representing Europe’s war bill due this country, we see that there 
remains to be financed payments aggregating some $1,200,000,000. 
Unless there had remained to the Allies some other method of 
effecting such payments, they would of necessity have been com- 
pelled to restrict their war purchases to the total sum indicated. 


Eurorman HOLDINGS OF Ammrican SECURITIMS 


The greatest resource which the allied nations possessed in 
meeting their bills was their ability to sell American securities, 
held by their citizens, in our markets, thereby creating credit 
balances which could be used in the settlement of debts owing to 
us. - The extent of European holdings in American securities has 
been the subject of much speculation. The most authoritative 
statement which we possess is thgt prepared by Sir George Paish 
for our National Monetary Commission in 1910: 


Great Britain possesses about $3,500,000,000 of American securities. To this 
sum has to be added the considerable amounts invested by the continent. Large 
amounts of German, Dutch, and French capital are embarked in American under- 
takings, principally railways. A statement drawn up in 1902 at the instance of 
the French Minister cf Finance from reports supplied by French diplomatic agents 
and consuls in various parts of the world placed the total amount of French capital 
invested at that time in the United States at 600,000,000 francs, or $120,000,000, 
but this figure appears to have been an underestimate. It is true that few issues 
of American securities are publicly quoted on the Paris Bourse, but relatively 
large amounts have been purchased privately by French investors in London and 
in New York. The French investments in the United States, including the Penn- 
sylvania Railroad and other loans placed in Paris since 1902, amount to nearly 
2,600,000 francs, or $500,000,000. 

Estimates of the amount of capital invested by Germany in the United States 
were made in 1905 by the German Admiralty and published in a work entitled 
Die Entwicklung der Deuischen Seeinteressen ım letzten Jarhzehnt. These esti- 
mates placed the amount of German capital in the United States and Canada in 
1904 at from 2,500,000,000 marks to 3,000,000,000 marks, say, $625,000,000 to 
$750,000,000. Since 1904, considerable additional sums of German capital have 
been invested in the United States. German bankers place the amount of the 
German investments in American securities at about $1,000,000,000. Theamount 
of Dutch capital in the United States is about $750,000,000. American securities 
are also held in Belgium, Switzerland, and in other countries. In the aggregate the 
amount of European capital invested in “permanent” securities in the United 
States is approximately $6,000,000,000. 
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It is generally believed that no great change occurred in the 
volume of European investments in America from the date of this 
estimate to the outbreak of the European war. What proportion 
of these investments can be re-sold is a matter concerning which 
no definite information is at hand. A very considerable proportion 
of the total is represented by the ownership of land, small manu- 
facturing enterprises and unlisted securities for which no ready 
market exists and which trerefore must be disposed of slowly and 
by individual bargain. The most readily available portion of 
European holdings consists of American railroad stocks and bonds 
and of the securities of certain great industrials listed on the stock 
exchange and for which en active market ordinarily exists. No 
authoritative computation has been made of the extent of such 
industrial investments. 

The only data which we have concerning the extent of Euro- 
pean liquidation relate to the holdings of railroad securities. ‘Mr. 
L. F. Loree, President of the Delaware and Hudson Company, 
has made three inquiries since the outbreak of the war of some 144 
railroads—being all of the roads in the United States over 100 
miles in length—as to the amount of their securities standing in the 
names of foreign owners. The results of his three inquiries are as 
follows: 


ÅMERICAN RAILROAD SECURITIES HELD ABROAD 


Class of security Jan 31, 1915 July $1, 1815 July $1, 1918 
, (Par value) 

Preferred stock. ...........0.- $204,304,400  $163,129,850 $120,597,750 
Second preferred stock. ...... 5,558,150 5,608,850 4,858,650 
Common stock.............05 573,880,393 511,437,356 336,761,704 
NOte8 ic. ke weitere ene ees 58,254,390 24,682,292 9,070,955 
Debenture bonds... .......... 187,508,310 160,288,700 74,798,900 
Collateral trust bonds......... 282,418,415 180,590,850 85,166,470 
Mortgage bonds ............. 1,371,156,851 1,150,339,130 774,793,834 
Equipment trust bonds....  .. 20,233,465 25,253,201 7,788,300 
Car trustee! ouuo ceco Ge. © Kan ee 29,000 836,000 
Receivers’ certificates....  .... 998,000 2,201,000 958,000 

TOES © 5.0 Sere awh oore heads $2,704,402,364 $2,223,510,229 $1,415,628,563 


A perusal of the above table indicates the extent to which 
Europe has sold her Americgn securities in order to finance her 
extraordinary purchases in this country. It should be noted that 
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this comparison only partially reveals the extent of European 
liquidation. It deals only with bonds and stocks in the names of 
foreign holders. It does not cover the sale of foreign owned se- 
curities which have stood in the names of American bankers, brokers, 
or institutions and which are generally believed to aggregate an 
enormous total, nor does it take into consideration the sale of 
listed industrial securities or of securities issued by small industrial 
concerns. Without considering the additions which would be 
represented by these unknown elements, the total is nevertheless 
staggering: 
REDUCTION ww Hotprnes 


Reduction: In par value In market value 
Jan. 31, 1915 to July 31, 1915 ....  $480,802,135 Not stated 
July 31, 1915, to July 31, 1916.... 807,881,666 , $641,338,822 

Total ci sistas cawiescueaes $1,288,773,801 ? 


Presuming for the moment that foreign holders receive, on the 
average, par for securities sold, which is unlikely, and adding the 
total par value of-the railroad securities disposed of to the face 
value of government bonds sold in this country and to our net 
importations of gold; we find that we have accounted for the 
$2,500,000,000 of abnormal purchases arising out of the war: 


Net import of gold... .........0 6 cece eee eee ee $462,000,000 
Foreign government and bank loans made in America 900,000,000 
European securities resold in America............. 1,288,773,000 

$2,650,873,000 


Mosnuizing THESE Sacuririas 


As a matter of fact, the mad rush of war expenditures in 
America exceeded the rate of liquidation of foreign-owned American 
securities. In spite of the necessities of European business men 
who must deplete their strong boxes in order to liquidate the losses 
and repair the crippling effects of war, in spite of the forced sales 
of American investments by foreign families left without sufficient 
income while their bread-winners were at the front, and the sale 
of securities by widows and orphans in closing estates or financing 
their needs, the stream of liquidation must needs be quickened by 
governmental pressure. With the American market displaying un- 
mistakable signs of a limited capacity for European governmental 
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, loans, and faced with the prospect of undermining foreign bank- 
ing systems through continued withdrawals of gold, the allied 
nations were forced to use pressure to accelerate the disposal of 
American securities owned by their citizens. Out of this necessity 
was born the British mobilization plan in January, 1916. The 
plan in brief provided for zhe mobilization, or concentration in the 
hands of the British government, of American securities owned 
by its subjects. The holders of such securities are given several 
options. The first option provides for the sale of American 
securities to the British government, payment being made in 
British exchequer bonds at specific prices fixed from time to time 
by the government. The second option makes provision for hold- 
ers of American securities who, for any reason, are not prepared to 
sell them. From such tke British Treasury is willing to accept 
the securities on deposit subject to a right of purchase on certain 
contingencies. The government in effect borrows the securities 
for a period of two years. While on deposit, the lender of the 
securities is to receive the interest and dividends paid in respect to 
them, and also, by way of consideration for the loan, a payment at 
the rate of 4 or 1 per cent per annum, calculated on the face value 
of the securities. 

The securities acquired through the British mobilization plan 
can be used for two purpcses: first, to sell in the American market 
in order to build up banking credits. Doubtless many securities 
have been so used. Such sales have been made quietly and 
unobtrusively, and it is impossible to measure their extent. 
Second, American securiti2s thus acquired are pledged for loans in 
America, made either by banking institutions or through the 
flotation of bonds and notes by investment bankers. Numerous 
short-time credits with American bankers have been made by 
foreign banks or governments using such securities as collateral. 


Orapr Recent DEVICES 


Of late, subsequent to the period covered by our inquiry, Eng- 
land and France have taken to financing themselves on an extensive 
scale through the aid of shese securities. The French plan is the 
creation of an American corporation known as the American Foreign 
Securities Company, which has issued a collateral loan of $100,000,- 
000, represented by 5 per cent three-year gold notes of the corpora- 
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tion secured by the pledge of $120,000,000 of securities made up as 
follows: 


APPROXIMATE VaLus AT PREVAILING Prices ann Teen Exosrine EXCHANGE 


Rartss 
Government of Argentinn.......0 soss. serer cee $20,500,000 | 
Government of Sweden. ... 0.0.0.0... ccc ec cece cece 8,725,000 
Government of Norway.... a nuec.. ce ee ee ee cee 3,290,000 
Government of Denmark. .,.... ee “Gabe ane 6,380,000 
Government of Switzerland.........0 2.2... cee 1 12,080,000 
Government of Holland. . n... oosuaa cece eee eee 1,475,000 
Government of Uruguay... ...... ccc ccc cece eevee eee 3,443,000 
Government of Egypt... 0.0.0.0... 0000008 cee ; 20,200,000 
Government of Brazil (Funding Loan)............... 1,181,000 
Government of Spain. ........ suuaes cece sarre ` 12,600,000 
Government of Spain guaranteed railroad bonds....... 8,000,000 
Province of Quebec... 0... cece cece eect eee teen recs a 275,000 
Sues Canal Co. chares....... 02.0 e ce vorrar oe 11,600,000 
American corporate issues. ........ 2. cece cece eee eee 3,700,000 


$113,449,000 


The British government in August, through a syndicate headed 
by J. P. Morgan & Company, floated a $250,000,000 5 per cent two- 
year loan representing the direct obligation of the British govern- 
ment and further secured by the deposit of $300,000,000 of collateral 
to be made up as follows: 


Group 1, Stocks, bonds and other securities of American corpora- 
` tions of the aggregate value of not leas than...............45 $100,000,000 
Group 2, Bonds or otàer obligations of the Government of the Do- 
minion of Canada, either as maker or guarantor, and stocks, bonds 
and other securities of the Canadian Pacific Railway Co., of the 
aggregate value of not less than.... ....... sees eee eee eweee 100,000,000 
Group 3, Bonds or other obligations of the several following govern- 
ments, either as maker or guarantor, to wit: of Argentina, Chile, 
Norway, Sweden, Switzerland, Denmark and Holland, of the 
aggregate value of not less than........ cece cece cece eee eneees 100,000,000 


Two significant tendencies are to be noted in these loans: first, 
the constantly more favorable basis as regards price and interest rate 
at which succeeding financing is ‘done. This tendency will doubt- 
less continue in future financing. Second, the recognition by the 
foreign governments of the necessity of pledging collateral in order 
to attract American investors—a distinct departure in methods of 
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war financing. Itis important to note that a large proportion of the 
collateral pledged is itself nat readily salable in American markets. 
There is no American mark=t, generally speaking, for the bonds of 
Chile, Norway, Sweden, Denmark or Holland. It would be even 
more difficult to sell advantageously in American markets the securi- 
ties issued by the governments of Uruguay, Egypt or Spain. 

By pledging this collatzral, however, with a sweetening of from 
3 per cent to 334 per cent of American securities, England and her 
allies are postponing the day when they will be face to face with the 
exhaustion of this most precious method of financing war purchases. 
England is jealously husbending her American collateral. She is 
paying it out as a miser micht do, foreseeing that she must finance 
war purchases from us for a long period of time. The sale of loans 
secured by collateral, which in itself would be unsalable, postpones 
the day of exhaustion of cer supply of standard securities which 
might thus be sold. It requires no mathematician to see that if 
the liquidation of American securities by Europe continues at the 
rate heretofore prevailing, these resources will be exhausted before 
January 1, 1918. The happening of this contingency prior to the 
termination of the war opezs up a financial problem the contempla- 
tion of which is not pleasa=t to English bankers. 

America is rapidly gett:ng out of debt. It would have required 
generations for us to have accomplished what is occurring in a few 
brief months. We are like a family who, through fortuitous cir- 
cumstances, is enabled to pay off the mortgage on a house. It will 
soon be unnecessary for us 33 send abroad merchandise and commod- 
ities of various kinds, exceeding our purchases by some $250,000,000 
per annum, in order to pay the interest upon our indebtedness. The 
effect of this situation upon our future international trade does not 
fall within the scope of tk:s discussion. It should be pointed out 
that England has been undermining at an appalling rate her tre- 
mendous financial strength. As Mr. Francis Hirst, for many years 
editor of the London Econcmist and one of the leading financial au- 
thorities of England, has pointed out, it is doubtful whether, in the 
long run, England would have gained had she been unable to effect 
such enormous war purcheses in America. Mr. Hirst advances the 
opinion that England has done Germany a real service by block- 
ading her. She has forced the Teutonic allies to be self-sufficient; 
to go in debt to themselves rather than to foreign nations to produce 
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the materials of war. History will demonstrate whether this view 
is correct. 


THE SIGNIFICANCH OF WHat Has OCCURRED 


The significance of the liquidation of England’s holdings of 
American securities can be briefly stated. England and her allies 
cease to have the right to share in the productive capacity of Amer- 
ica. As the holder of mortgage bonds, entitled to a fixed rate of re- 
turn, or a prior share in the profits of American production, and as 
the owners of stock in American corporations, they have enjoyed for 
years the right to draw upon this country for a large share of our 
annual production. These earnings have been in part reinvested, 
so that for many vears the amount of goods which had to be exported 
to European owners and creditors steadily increased. Today Euro- 
pean investors have exchanged the right to a large share of the pro- 
duction of America for the promises of their own governments to 
pay principal and interest. Instead of receiving countless shiploads 
of grain, cotton, meat and manufactured articles in payment of in- 
terest upon these investments, the annual returns must be raised by 
taxation of themselves. Looked at from the broadest economic 
viewpoint, England and her allies are shooting away, upon the fields 
of France and Belgium, their claim to an imperial share in the rail- 
roads, steel mills and other productive plants of the western world. 


FOREIGN EXCHANGE DURING THE WAR 


By GEORGE ZIMMER, 
Manager, Foreign Exchange Department, Franklin National Bank, Philadelphia. 


One of the many difficult problems facing the belligerent na- 
tions in Europe during the past two years, certainly the most 
far-reaching one as far as the foreign commerce of the allied nations 
—England especially—is concerned, has been the supporting of 
the foreign exchange rate as near as possible to par, and if this was 
impracticable, at least near a certain level. 


CONDITIONS AT THE BEGINNING OF THE WAR 


In order to fully appreciate the importance of this consequence 
of an economic disturbance, which compelled the whole financial 
world to face new and untried conditions, it is necessary to go back 
to the beginning of the war. When, in the latter part of July, a 
settlement of Austrian demands on Servia proved futile and the 
spectre of a huge world war loomed threateningly on the European 
horizon, its influence was immediately reflected in the foreign 
exchange situation. It was a commonly known fact that America, 
at the outbreak of the war, was a debtor to Europe of about 
450,000,000. The city of New York, alone, owed $80,000,000 in 
London and Paris which matured during the most critical period. 
Past experience has shown that our grain and cotton shipments in 
the fall largely offset such balances as may have been created 
against us during the summer months. The sudden withdrawal, 
however, of most ocean going vessels made the shipping situation so 
acute that some of the railroads had to put an embargo on export 
shipments; this, of course, was followed by a dearth of commercial 
bills in the market and caused a violent upward movement in de- 
mand sterling, which on July 21 stood at 4.8725, practically normal 
for that time of year. It rose by leaps and bounds in an unprece- 
dented manner until on August 3 quotations of $6.00 and $7.00 per 
pound were not infrequent. Marks had risen to $1.04 and frances 
were almost unobtainable, fes. 3.25 being asked for on a dollar. 
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This unexpected phenomenal rise naturally worked great hard- 
ship on the importer, who had to pay for his bills from his English 
and Continental friends at an exorbitant rate, while it proved a 
boon to the exporter who secured, at times, 50 pet cent over and 
above his merchandise profit by selling his exchange in the open 
market. This situation became so chaotic, especially in view of the ` 
large settlements which had to be made at that time, that the promi- 
nent banks in New York got together and fixed an arbitrary rate of 
$5.00 for sterling and $1.00 for five francs and four marks. This 
arrangement, of course, was only temporary and could not prove an 
effective means for the support of American exchange in London. 
After some preliminary conferences, a committee was appointed by 
the leading banks and trust companies, consisting of prominent 
foreign exchange men and bankers, to discuss relief, which finally led 

` to the establishment of a $100,000,000 gold fund, to which a number 
of prominent national banks, state banks and trust companies con- . 
tributed a part. This gold fund was to be considered part of the 
Bank of England gold reserve and was to eliminate the hazard of 
gold shipments abroad; insurance premium on gold coin or bars at 
times being quoted at between two and three per cent. A subse- 
quent arrangement between bankers on this side and the British 
government provided that deposits of gold could be made with the 
depositors of the Bank of England in Ottawa, the Canadian Minister 
of Finance, the equivalent of which at 4.90 would be made available 
in the depositor’s London account immediately. 


Tus EFFECT OF THE GoLtp Poon 


It may readily be seen what an effect these measures had on 
the course of the foreign exchange rates. They imparted a feeling 
of security to the market, for the banker could at least rest assured 
that he could obtain the exchange at a reasonable figure by shipping 
gold without risk, providing always the latter could be obtained, 
which was very doubtful at times. This measure, however, coupled 
with the increasing exports of foodstuffs and cotton, made possible 
by the prompt measures taken by the United States Treasury 
Department in creating a war risk insurance bureau, soon brought 
exchange back to the normal level. 

The end of 1914 saw exchange on London and Paris at practi- 
cally normal, rates being quoted at 4.85} and 5.16, respectively. 


FOREIGN EXCHANGE 153 


The rate on Germany, however, was quoted at 884, being a discount 
of about 8 per cent from par. This can, of course, be readily ex- 
plained by the difficulty experienced by Germany in paying her debts 
in merchandise, due to the inability of her merchant marine to 
resume activities in face of the allied blockade, which proved one of 
the main factors of the downward trend of German exchange. The 
central empires, in this connection, are in about the same position 
as Russia whose foreign trade had practically ceased after the clos- 
ing of the Dardenelles, and who, in order to establish at least a 
somewhat stable basis for exchange, had to resort to the two other 
alternatives—shipment of gold and raising of loans. These reme- 
dies, however, were largely offset by the tremendous importations 
of war materials into Russia, which by providing a continuous flow 
of exchange, had a very depressing influence on the market. 


THE PHENOMENAL GROWTH In OUR EXPORTS 


While up to the period just mentioned, the bankers of this 
country had to exert their power in order to prevent American 
exchange from declining in London, the new year saw spectacular 
changes in the foreign financial situation of this country. Coupled 
with the large shipments mentioned above, the demand for war 
materials kept the exports of this country at a high mark, while 
imports were considerably less than in the same period during the 
previous year, which may be seen from the following figures: 


EXPORTS FROM U. B. A. 


1915 1914 
JANUATY iehi EEEE 267,900,000 204,067,000 
February... 0... see e cece ee ence 299,800,000 178,920,000 
Maroh- norisa unnai cates 296,600,000 187,499,000 
Aprile cs cen aeaa a 294,700,000 162,600,000 
Mayeni auen Ee AA EAEAN 274,200,000 161,700,000 
Jüngeren Theta yeka eara orasi 268,600,000 157,100,000 

IMPORTS INTO U. 8. A. 

1916 1914 
JANUBI etd he aOR ENa aa 122,148,000 154,743,000 
February. ..........000- sarane 125,123,000 148,045,000 
Marche. dorsan msna EDENE 158,040,000 182,555,000 
Aprl.. oo 06. a aa wees es a. 160,600.000 173,800,000 
May.. aoo aansens o.. ees 142,300,000 184,300,000 


June., eese, ee Cond aieices 157,700,000 157,500,000 
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EXCESS EXPORTS OVER IMPORTS 


1915 1914 
JaDUATY.. 6. e aeaa ee eee 145,700,000 49,324,000 
February........0..0.c0ceeeeee 174,600,000 28,875,000 
Maroh oc. orenat pekeee 136,000,000 4,944,000 
Aprils Sie Miah AAG ER ck coe oe 134,170,000 11,209,000 x Importa 
May ois th Sed tea ceeds 181,933,000 2,540,000 x ` “ 
JUDD cdo wea innne 110,856,000 457,000 x s 


It can readily be seen from the above figures, that while in 
normal years the balance of trade in favor of the United States kept 
dwindling down during the first six months of the year, with a neces- 
sary stiffening of rates on Europe, the enormous imports of England, 
due to her added requirements on account of the war, built up a 
balance in favor of America which her diminishing exports could not 
overcome. It must, however, be said that in spite of this handicap 
the exchange rates on London were very steady. It must be 
remembered that the usual summer exodus of American tourists to 
Europe could not take place on account of the war. It is estimated 
that expenditures of Americans abroad during a year amounted, as 
a rule, to over $300,000,000, most of which was settled through 
London banks, and this sum always contributed very largely 
towards offsetting an unfavorable balance of trade. England, and 
London especially, has always been the center of the foreign ex- 
change market, exchange on the Continent being largely dealt in 
there, and it proved its sustaining influence even in these troubled 
times. Both sterling and francs maintained their position exceed- 
ingly well, but Italian lires declined very rapidly, being quoted at 
5,46} on February 1 and declining precipitately to 5.90 on March 1. 
In the second helf of February sterling and francs, being unsup- 
ported, began to decline to 4.80 and 5.28 respectively. 

No further adverse development took place in the market 
until the latter part of May when francs suddenly developed a pro- 
nounced weakness. Sterling began its downward course in the 
latter part of June and was quoted at 4.74, a disccunt of about 2 
per cent. It continued at about that level until the beginning of 
August, when a very panicky drop took place, which carried sterling 
to the lowest point it ever sold at, 4.483, showing a discount of about 
8 per cent. This fall was mainly attributed to the fact that some 
houses in London, who had been largely interestedein the importa- 
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tion of war material and commodities for the month of September, 
were trying to cover their forward commitments; when the enormous 
sums to be settled for in New York became known, the rates gave 
away completely. The decline in exchange, however, was only 
temporary as almost every one owning American securities sought 
to take advantage of the premium in London on New York ex- 
change, amounting to about 7 per cent, and several millions of 
dollars of these were thrown on the market. This naturally had 
a rallying effect on the rates, which in the next few days rose again 
to 4.71, or a discount of 3% per cent. 


CONDITIONS PRECEDENT TO THE ANGLO-F'RENCH LOAN 


This very disastrous fluctuaton in sterling rates brought home 
to the British bankers the necessity of not only a more widely en- 
forced policy of economy, but also the need of an adequate machinery 
which would act as a steadying factor in the foreign exckanges. 
There is no doubt that the rumor of an Anglo-French loan, which 
appeared in the market at that time, contributed very -argely 
towards the sudden upward movement of sterling: before its reali- 
zation, however, the selling of American securities in the financial 
centers of the Entente Allies continued, and large amounts found 
their way back to the United States. The selling, to a certain 
extent, came from English holders who wished to subscribe to the 
second British war loan, which was issued at that time. It must 
also be mentioned that at that time the French bankers entered 
the field as borrowers for the purpose of strengthening their exchange 
rate, which had fallen to 6.10. The so-called Rothschild loan, 
based upon a pledge of Pennsylvania 32 per cent and St. Paul Rail- 
way bonds netted $43,000,000. The loan, floated by Brown 
Brothers & Co., based on collateral in the form of acceptances of 
Paris bankers, produced $25,000,000; these sums were sufficient to 
steady francs, temporarily at least. They rallied to 5.79. 

It must be borne in mind that not only the warring nations, 
but also the United States, were vitally interested in the plan to 
keep the rates at a certain level, and it was with this idea in mind 
that the English and French Commission arrived in New York in 
September, 1915. A credit had to be negotiated, for a moderate 
premium of 2 or 3 per cent would not, in the long run, induce the 
English investors to part with their American securities, anc it was 
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at that time certain that few realized the need for selling from 
patriotic motives. The now famous Anglo-French loan of $500,- 
000,000 was negotiated on September 28, 1915. The plan contem- 
plated the issue of $500,000,000 five year 5 per cent bonds, which 
were a direct obligation of the British and French governments. 
These bonds were repayable at the end of five years, or convertible 
at the option of the holder into 44 per cent bonds of the two govern- 
ments, repayable not earlier than fifteen and not later than twenty- 
five years, by both governments. The bonds which the underwriters 
received at 96, were dealt out to the public at 98, yielding about 54 
per cent. A special clause stipulated that the proceeds were to be 
used exclusively for purchases in the United States. It provided 
sufficient funds to keep sterling at around 4.76 7/1, and francs at 
an average of 5.90 for the next three and a half months. Contribu- 
tions were to be paid in instalments as needed, the first payment 
being made on November 13; by the end of November 45 per cent, 
or almost half, had been paid to the National City Bank of New York 
as central depository; by January 3, three-quarters of the entire 
loan had been called for; the last payment was made on March 4, 
when the remaining 15 per cent were drawn against. 

It is, of course, clear that this enormous amount of available 
funds gave to the market a steadiness it had not enjoyed since the 
beginning of hostilities. Instead of drawing on the purchaser of 
American goods in London or Paris, and selling his bill in the market, 
the exporters could go to New York where, after being viséd by the 
representatives of the respective governments, his claim was 
` promptly paid in United States dollars. This took an enormous 
amount of exchange out of the market, which factor was the main 
reason for the steadiness of sterling exchange, which in fact, as 
already mentioned, remained at around 4.76 7/15 for about three 
months. 


MOBILIZING SECURITIES TO Support EXCHANGE 


It must, however, not be supposed that France and England 
remained idle during that period. Arrangements were made by 
England in December, 1915, under which a credit of $50,000,000 
was granted by a syndicate of American bankers, to a group of 
eight leading joint stock banks, for the facilitating of private transac- 
tions. This credit was secured by a deposit of Brifish government 
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securities and was availed of in the form of acceptances bearing 44 
per cent interest, and running six months. This provided payment 
for about $50,000,000 of American exports, and contributed largely 
to keeping the market at the above mentioned level. Efforts were 
made as early as the summer of 1915, to mobilize the holding of 
French and English investors in American securities, in order to 
prepare for the eventual secured loan, which later events showed 
was inevitable if the allied governments wished to secure financial 
help in the United States, or have securities in hand whick might 
be used as an immediate remedy should a fall in exchange become 
inevitable. The British government, after various appeals to the 
patriotism of its people, resorted to taxation as a means of compel- 
ling English investors to dispose of their securities. A special tax 
of two shillings per pound sterling was levied on all securities which 
were included in the mobiization plan, which meant an extra tax 
of 10 per cent. It may be said that even this tax did not induce 
all the large investors to part with their American securities, and 
considerable amounts are, undoubtedly, held in Europe. The 
purpose of the measure was to create an eventual offset to the enor- 
mous imports of the Entente nations in the above stated manner. 
The French government followed the example of her ally and madea 
special appeal to the patriozism of her citizens to lend it their foreign 
securities for one year, with an option of the government to retain 
them from year to year fo> three years. Negotiable receipts were 
given in exchange, dividends were paid as usual and a bonus of } of 
per cent of the regular income was given, or, to illustrate, a 5 per 
cent bond would bring a resurn of 63 per cent. 


Tae Lares [MPORTATIONS oF GOLD 


When the proceeds of the Anglo-French loan were used up in 
payment for exports from zhis country, a temporary resort was had 
to selling of American securities. For the evident reason that a 
selling by private holders cf American securities in the open market 
to America would have the very much desired effect of stzadying 
the exchange situation, n> obstacle was put in the way of such 
liquidation and it seemed rather to receive the full sanction of the 
government. The amounts realized from such sales, together with 
gold shipments of, however, no abnormal size, and the very ready 
ability of the agents of the British government to come to the sup- 


`~ 
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port of the market, helped exchange over the critical period when 
deposits on the Anglo-French loan began to ebb in April of this year. 
A very interesting story may be learned by comparing the gold 
imports into the states during the first seven months of 1916. 


1916 Millions of 

Dollars 
VORUALY e a ed 8 Hatin dey ahaa a NaN an 15.080 
February ..0c4h.e0 occ oda ie chavs, ce niena Aa s 6.016 
Maroh o:555si6-d.85 ate tare a stad xtra nein sens 9.776 
Apa raa cs Pv oi E EEA ui E A atte EES 6 121 
May sesh asia aur be: aaa aaen 17.321 
VUNG S rscdince eh.” Tames Bede Meee ateaeene maces 122.734 
July- ei lees ewe an Ga Saws aa ek Cas EAT 62.107 


It will be seen from these figures that, while funds were still 
available from the loan, gold imports were practically insignificant; 
when, however, other remedies were imperative for the steadying of 
exchange a sudden increase in gold importations took place, jump- 
ing from six millions in April to twenty-seven millions in May. In 
June the record-breaking gold imports contributed largely toward 
keeping the rates at the desired level, and in July, while not nearly 
reaching the dimensions of June, the imports of the precious metal 
were large enough to support the market. There is also no doubt 
that the rumors about a new fully secured Joan to be floated in 
August for both the French and British governments had a reassur- 
ing effect on the market. These rumors developed into actuality 
when on August 1 the American Foreign Securities Company was 
organized with a capital $100,000,000 paid in full. It was arranged 
with the government of the French republic to lend them the sum of 
$100,000,000, for which it was to hold the obligation of the French 
government to repay the principal in three years, together with 
interest more than sufficient to cover the company’s note issue. 
This loan is so far very interesting as it is the first officially sanctioned 
government loan for which the French republic had to put up collat- 
eral, and which netted them only $94,500,000 in actual cash. The 
collateral used for this loan was collected under the mobilization 
scheme and consisted almost entirely of government securities of 
neutral countries, of about $11,600,000 Suez Canal Company’s 
shares and about $4,700,000 American securities. An English loan 
of $250,000,000 followed shortly afterwards, to beat 5 per cent and 
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running two years, also fully secured and offered by J. P. Morgan & 
Co., as syndicate managers. The list of securities which was made 
public is divided into three classes each aggregating $100,000,000, 
the first consisting of American railroad, industrial and municipal 
securities, the second of bonds of the Dominion of Canada and the 
third of government bonds of neutral countries. These loans 
served the same purpose as all the others, and to such an extent has 
the American foreign exchange man become accustomed to the 
idea that the allied governments—unforeseen disasters excepted— 
will be able to keep up the rates, that the announcements of these 
relief measures hardly cause a ripple on the market. 


OTHER EXPEDIÐNTS EMPLOYED 


While in the foregoing we have reviewed the principal measures 
of the Entente nations to support their exchanges by exports and 
creation of credits, the very urgent appeal for economy, made 
finally in the form of embargoes on certain articles, both for import 
and export, should not remain unmentioned. The exportation of 
such articles was, of course, prohibited from national motives, but 
the embargoes on imports had certainly a rallying influence on the 
exchange as they lessened the supply of commercial bills in the 
market. 

It may be mentionec, in connection with the above, that 
Russia and Italy, the othe” large economic factors on the Entente 
side, employed the same means as their Allies for the steadying of 
their exchange; their loans, however, mostly took the form of bank 
loans except the $50,000,090 loan recently raised here by Russia, 
which embodies some very remarkable features, especially designed 
to assure the investor of a part in the profits which may be realized 
from a rise in rouble exchange. 

Reports have been published here, that some of the most 
powerful German joint stozk banks, aided by the Reichsbank, had 
endeavored in the beginning of this year to contrml the exchange 
market by fixing the buying and selling rate of marks each day and 
arranging that all bills sold were to be closely scrutinized, in order 
to prevent speculation. ‘While such a measure might, with the 
necessary financial backing, steady the rate of exchange, it may be 
considered as useless and fallacious for the purpose of raising the 
rate at a time When payments in gold cannot be used in settlement 
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of foreign debts and when the export of merchandise is practically 
crippled. There is no doubt that the financial leaders of the great 
German banking institutions were fully aware of this. 

In looking back over the financial history of the last two years, 
the main and the only measures which were taken by the various 
governments, may be summed up in three classes: shipping gold, 
selling foreign securities and paying debts with credit. How long 
this modus operandi can continue is a matter of conjecture. A 
pyramid of credit must have a sound foundation and, while there is 
little doubt that the British government will be able to finance her 
own and her Allies’ purchases, signs are not wanting that credits to 
be secured for such purposes will find the neutral investor more and 
more exacting as time goes on and as the wealth destroyed in the 
present unprecedented struggle grows to gigantic proportions. The 
history of the loans to be raised from now until the end of the war 
for the purpose of steadying exchange, while not creating new prob- 


_lems will, without doubt, present some very interesting features. 


, 


NEEDS FOR CAPITAL IN LATIN AMERICA: 
A SYMPOSIUM 


INTRODUCTION 


By Wurm H. Lovas, 
President, Business Training Corporation; Formerly Special Agent, United States 
Department of Commerce. 


For a period of years prior to 1912-13 the east coast of South 
America was liberally financed by England, France, Belgium and 
Germany, with some contributions of capital from other countries. 
There is a question, indeed, as to whether this European financing 
was not over-liberal. There are numerous instances in Brazil and 
Argentina of costly public buildings, beautiful parkways and avenues, 
railroad lines extending into undeveloped country, and other memo- 
rials of the expenditure of capital far beyond the commercial needs 
of the territory. Commercial and financial rivalry between the 
European nations placed the borrowing countries during these years 
in an especially advantageous position. The tightening financial 
market of 1912-14 reduced the free outflow of European capital; 
and the outbreak of the war suddenly cut it off altogether. 

The results were naturally unpleasant. Brazil was unable to 
maintain her stock of gold and Brazilian currency became inconvert~ 
ible and unstable. The Brazil railways, as well as other important 
enterprises, found the burden of paying interest (due in gold) with 
a depreciated currency more than could be sustained and went into 
bankruptcy. In Argentina and Uruguay there was a serious panic. 

Other sections of South and Central America have not deen so 
much favored by investments of European capital. For this very 
reason, they suffered less of a shock at the outbreak of the European 
war. However, the foreign commerce of practically all of them 
has been more or less dislocated; consequently, governmental 
revenues have been greatly reduced and the exchange values of 
their . currencies have fallen. This has not been the universal 
experience, but it is typical of the situation in most of these countries. 

Throughout South and Central America, merchants, bankers, 
organizers of transportation and other enterprises and governmental 
officials have all alike turned hopefully to the United States as a 
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possible source of capital to tide over the difficulties occasioned by 
the war. Nor have they looked wholly in vain. The governments 
of Argentina, Uruguay and Chile have secured substantial loans. 
Some large mining and other developmental enterprises have been 
in whole or in part financed. Yet, on the whole, tke result has been 
disappointing and there have even been traces of some bitterness of 
feeling against the bankers and investors of this country. 

There is probably little sound reason for this feeling. Apart 
from the undeniable ignorance and indifference of American inves- 
tors in relation to foreign securities, the European cataclysm has 
brought with it uncertainties in all lines of business and has made 
investors more than usually chary of committing themselves through 
the purchase of long-period obligations. It has seer-ed to the writer, 
at times, that in some of the more isolated countries the wide-reach~ 
ing influence of the war on financial affairs is not fully appreciated. 
It is not reasonable to expect that capital will flow from this country 
into South and Central American countries except under one of two 
conditions: either the investment must be for a short period and 
secured beyond all probable question; or some exceptional induce- 
ment must be offered. 

The chief capital requirements of South and Central American 
countries may be grouped under these heads: 

1. Loans to governments to enable them to meet current expenses; 

2. Loans to municipalities to be expended on port improvements, the pro- 
vision of public utilisies, paving, and the like; 

3. Loans to railroads and other transportation companies 

4, Share investments in banking and loan companies; 


5. Share investments in mining companies; 
6. Share investments in agricultural and pastoral enterprises. 


, 


The tendency in general, it may safely be said, has been to carry 
public improvements about as far as the population snd resources of 
each country justify. It is doubtful whether governmental loans 
can be obtained or—in an economic sense—are really needed, except 
to tide over the emergency created by the war; in tiat event they 
should obviously be short-time and well-secured. It is doubtful, 
also, whether there are many railroad enterprises p-ojected which 
can be expected to show profit in the near future. 

On the other hand, there are probably many opportunities for 
highly profitable speculative investments in minea, lands, cattle, 
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financing concerns, and the like. The difficulty here lies in the fact 
that such investments require close personal attention; no sensible 
investor will put his money into them unless he is thoroughly con- 
vinced by his own investigation of the soundness of the project and 
of the efficient character of the management. Inasmuch as very 
few Americans, relatively, are willing to live abroad, there is com- 
paratively little scope in this country for promoting enterprises of 
this nature. This attitude may in the course of time change, and 
the American market may in this respect come to resemble more 
closely the English market; but that remains to be seen. 

It would seem from this foregoing review that there is very 
little chance of American investment on a large scale in South and 
Central American countries. However, there is another possibility 
to be considered. In many cases the pioneer risk has already been 
taken by European investors and enterprises have now reached the 
stage where they may be regarded as dependable profit-makers. At 
the same time, the depreciation of security values in European mar- 
kets makes it possible to obtain shares and debentures of these enter- 
prises at attractive prices. Practically all the securities of South 
American national governments, muncipalities, railroads, land mort- 
gage companies, and the like, which are traded in on the London 
exchange, may be had today at prices far below those prevailing in 
normal times. This would seem to open the most natural and safest 
method of investing American capital in the enterprises of our 
southern neighbors. 

This method, however, has not been utilized as largely as was 
expected by some observers afew monthsago. Argentine rails have 
been advertised, it is true, in the New York market, and it is reported 
that there has been a considerable volume of transactions, but other 
South American securities (apart from the Argentine governmental 
loans floated in this country) are as yet little better known in this 
country than they were three years ago. There may be a number 
of causes for the unwillingness of the American investor to place his 
money in foreign securities, but the basic cause is undoubtedly the 
simple fact that these securities are not yet offered at prices which 
make them truly attractive. Judged by European standards of 
safety and income which prevailed before the war, many of them are 
genuine bargains; judged ky American standards, they are no more 
attractive than hundreds of well-known domestic securities. 
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If the war continues, it may well be that financial necessity will 
drive the prices of these South American securities in the London 
market down to a level that will make them readily transferable to 
American investors. If this condition is not reached during the war, 
it may be reached during the period of rebuilding and scarcity of 
capital which may be expected to follow the war. There may elso 
be financial reorganizations of South American enterprises which 
will create attractive opportunities for investment. In the mean- 
time, in the absence of exceptionally- good offers, it is to be pre- 
sumed that American capital will, for the most part, be profitably - 
employed at home until the financial bargain day for international 
securities arrives. = 

This brief paper has necessarily dealt only with the most general 
features of the situation. The specific opportunities offered in each 
of the Latin-American countries will be more fully presented in the 
pages following. It should be borne inmind that many of the specific 
opportunities may be unusually promising and may attract capital, 
even though there is no strong tendency toward American invest- 
ment south of our own border. In Cuba, for example, the conditions 
are much more favorable, and are also much better known in this 
country, than are the conditions in most other Latin-American 
countries. ~ 

Making these reservations, our general conclusion must be: 


1. There is little probability of investment of fresh capital from this country 
in South American ccuntries on a large scale in the immediate future; 

2. The time does not seem to be ripe for our purchase on a large scale of 
South and Central American securities now held in Europe. 


Both these conclusions are subject to modification as the general 
financial situation changes; possibly in a year from now both of them 
may require complete revision. ' 


` 
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ARGENTINA 


By Josera WHELEss, 
Attorney at Law, St. Louis, Mo. 


A recent editorial in La Prensa, the great daily of Buenos 
Aires, summed up the situation as it ‘exists not only in Argentina 
but in all the continent, saying: ‘‘Immigration and capital are the 
keys which will open the doors of the great treasure which is in 
South America.” The reasons behind this aphorism will be exposed 
in brief paragraphs 

Population. The Argentine is as large as the United States 
east of the Mississippi, plus the first tier of states on the west, its 
area being 1,153,419 square miles. The population, according to 
the new census of 1914, is 7 885,237. The “density of population” 
is thus seen to be very atteruated, about 6.8 for the whole country. 
But of the total population quite one-fifth is concentrated in the 
single city of Buenos Aires, while maybe as many again inhabit ` 
other of the larger cities of the republic; thus materially reducing 
the average of rural density. These data synthesize the economic 
situation of Argentina: millions of acres of vacant and cultivable 
lands, with millions too few of people to occupy and develop the 
land. Hence, one of the first needs of Argentina is capital to be 
used in attracting immigration, inducing an increase of population 
to cultivate and make productive the extensive areas of land now 
lying idle and barren because of the dearth of hands to till it. The 
requirements and the opportunities in this field of investment are 
unlimited. 

Government revenues. The governments, national and provin- 
cial, are in constant need of borrowed capital to meet the deficien- 
cies of their own revenue. Referring to the national government 
alone, La Nación, a foremost journal of Buenos Aires, in a study 
of national finance on August 15, 1915, made this remarkable 
summary : 


A complete statement of all the national revenues from every source, and of 
all the expenditures of every kind by the government, between 1864 and 1913, 
shows the enormous deficit of $757,657,127 gold. There is not a single budget 
since the beginning of the national government, which has closed with a surplus; 
and it can be stated as a rule that the government has always spent twenty per 
cent more than the product of its revenues, 


These constant deficits have always been met by new loans and 
by a continued increase in the scope and rate of taxation. Argentine 
foreign loans have mostly been floated in England, with a couple of 
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recent experiments in the United States. The national public debt 
on January 1, 1915, amounted to $545,023,470.14, gold, of which 
amount the foreign debt was $312,423,556.54. The figures of the 
provincial and municipal debts are not at hand, but they are rela- 
tively large. Argentina has not defaulted in the service of its public 
debt for many years, and met it faithfully during the crisis pre- 
cipitated by the European war. The estimated national revenues 
in the 1916 budget were approximately $300,000,030, paper pesos, 
equal to about $126,000,000 United States gold. 

Railroad development. The railroads are another great con- 
sumer of capital, with ever increasing needs as the 3ystem is devel- 
oped and extended, a process which the comparatively level surface 
of the country, and its constant development, rendez both necessary 
and comparatively easy. The present mileage of the republic is 
about 35,000 kilometers or 21,700 miles, representing a capital of 
some $1,210,475,331 gold pesos. Several of these lines are owned 
by the government, but the greater part represerts foreign, and 
mostly English, capital. Investments in railroads in the Argentine 
are considered safe and sure of good returns. 

Shipping and foreign markets. Besides interral communica- 
tions, as represented by the railroads, Argentina is endowed by 
nature with an incomparable network of “flowing roads” (los 
. caminos que caminan) in the happy phrase of Presicent Sarmiento. 
Great works have been and are being carried out by the national 
and provincial governments for the improvement of their rivers and 
harbors, the creation of great ports, both fluvial and maritime, the 
building of canals, and the development of the great foreign com- 
merce of the nation. Argentina is wholly dependert upon Europe 
and America for the market for the sale of its products and for the 
purchase of its manufactured supplies of every kind. The country 
produces only “bread and meat,” the products of its broad farms 
and cattle-ranges; it must purchase and import nearly all the other 
necessaries of life. Therefore, it needs great capita. to develop its 
every means of communication, from the inland tc the seaboard, 
and from the seaboard to the markets of the world. Adequate 
shipping facilities are acutely needed, and greatly increased bank- 
ing capital is required, to handle its exports and imports and to 
develop its commerce abroad as well as at home. In all these 
activities there is great and growing need for foreign capital. 

Industries. As indicated, Argentina has but small and wholly 
insufficient industries other than those connected with agriculture 
and meat products. General manufactures are almost entirely 
wanting. One of the prime needs of the Argentine for capital, as 
expressed by its delegation to the Pan-American Tinancial Con- 
ference at Washington, is for the attracting to the country of foreign 
manufacturers, and the establishment of plants for the manufacture 
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of all classes of manufactured necessaries, as well as for the develop- 
ment of such as now exist in the country. As part of the industrial 
development of the country, will be the need for a great extension 
of the telegraph and telephone systems, requiring heavy investments 
of capital. 

In a word, the Argentine is an almost virgin field for the em- 
ployment of capital, and great are the rewards awaiting American 
enterprise and industry in helping Argentina to realize her destiny 
as the foremost of South American States. 


BOLIVIA 


By J. C. LUITWHILER, 
Foreign Trade Department, National City Bank, New York. 


It is difficult to outline Bolivia’s needs for capital for the next 
ten years, since its economic condition is so dependent upon the 
success of the mining industry which constitutes the whole life of 
the country. Mines may be developed that will bring the country 
unforeseen wealth and prosperity and will make possible a more 
ambitious program of development than at present possible. As- 
suming, however, that its development will simply continue its 
normal course of former years, its needs may be grouped as follows: 

Railroads. The program of the government includes the com- 
pletion of one road now under construction and the building of three 
new lines: (1) Oruro-Cochabamba road, tapping a rich agricultural 
country, almost finished and lacking only 28 miles. The Bolivia 
Railroad is building this line, but the work is now at a standstill. 
They estimate that approximately $1,000,000 is needed to com- 
plete it. (2) La Paz-Yungas line, which is to extend from the 
country’s capital (altitude, 12,500 feet) down into the tropical re- 
gion (several thousand feet lower). The government is trying to 
secure a loan of $2,500,000 to go ahead with its construction, though 
a much larger amount will doubtless ultimately be needed, since 
100 miles must be built to reach important country and the con- 
struction is most difficult. (3) Potosi-Sucre road, 110 miles long, 
to give a railroad outlet to Sucre, the former capital of Bolivia and 
a city of 40,000 people. A loan of $10,000,000 is sought for this 
toad. (4) Atocha-Tupiza road. It will be a short stretch of 60 
miles. When built it will connect with the Tupiza-Quiaca line, 
now under construction, and will thus link the Argentine railroad 
system with Bolivia’s, giving through connections between La 
Paz and Buenos Aires in a trip of five days. It will be most difficult 
construction. eAs it is now under concession to the Bolivia Railroad 
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Company and it is not known whether that company expects to 
undertake it during the life of its concession, no recent steps have 
been taken looking to its construction. - 

Public Utilities. The government has had studies made by an 
English engineer of water and sewage systems for four of the princi- 
pal cities, namely, La Paz, Cochabamba, Oruro and Potosi, to 
cost approximately $4,500,000. Another work of importance is the 
construction of an irrigation system for the Cochabamba Valley, 
a rich farming country capable of supplying food products for the 
whole country if it were irrigated. No estimate of thé cost of this 
work has been made. 

Private Industries. There is little chance of Bolivia’s doing 
anything in an industrial way. The market in the country is 
relatively small and high freight rates to the coast make most 
export business unprofitable. The development of hydro-electric 
power for the mines and an electric smelter for tin and other ores 
are needed, if they can be built and operated on a business basis. 
Undoubtedly foreign capital will become interested in the mining 
industry, and in proportion as it does, the rest of the above program 
will become feasible. 


BRAZIL 


By Anprew J. PETERS, 
Assistant Secretary of the Treasury, Washington, D. C. 


Hardly any portion of the world is so richly endowed with 
natural resources as is Brazil, but they are often difficult to reach and 
to convey to their proper destination. Thus the pr-mary need for 
capital in Brazil would seem to be railroad expansion. The com- 
pletion of the great road between Cuyabé and Santarem, the link- 
ing up of the state of Matto Grosso with eastern Bolivia, the 
Madeira Valley, and eventually of the Rio Negro and southern 
Venezuela and Colombia will have results as important as those of 
any transcontinental railroad ever constructed. Less tremendous 
in extent, and, of course, in consequences will be the farther railroad 
development of southern and of northeastern Brazil. Southern 
Brazil will be one of the world’s cattle regions, but its successful 
development in this direction will largely depend upon adequate 
transportation facilities. Northeastern Brazil, from Pará to 
Recife, faces a similar situation and will remain wita its resources 
hardly scratched until a comprehensive and constructive railroad 
program is realized. 

Railroad construction on this scale (and the main lines indicated 
would furnish relatively less mileage than has Argantina) would 
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be extremely costly. The Cuyab&-Santarem railroad will probably 
cost about twenty-five millizn dollars, and the roads through more 
difficult territory correspondingly more. Perhaps two hundred and 
fifty million dollars is the minimum amount needed during tke next 
two decades for railroad construction absolutely indispenseble to 
the full economic developmert of Brazil. 

In this respect, of course, Brazil differs only in the size of her 
problems and, perhaps, in the abundance of the return upon the 
investment, from her Amer-can neighbors. As in other countries 
the confidence necessary tc warrant investment on this scale can 
be secured only by the healthy development of Brazilian commerce 
as at present conditioned, by sound public finance and by a zorrect 
understanding of the responsibility of the state for the stability 
of credit. Brazilian commerce is eminently satisfactory if one 
considers the complete dislocation of some of the chief currents of 
trade for the Republic’s great staples—coffee and rubber. The 
future gives every promise of a brisk demand for all that Brazil 
can sell in these fields and in many others for which the market will 
probably exist in the United States and in Europe. The present 
alert Minister of Finance proposes to send to this country a delega- 
tion precisely for the purpose of studying the possibility of creating 
here a steady and dependable market for other Brazilian commodi- 
ties than rubber and coffee. 


CHILE 


Br G. L. Duvar, 
Of Wessel, Duval & Company, New York City. 


A slender strip of land 2,600 miles long, in some parts scarcely 
more than a ledge, separating the Cordillera from the sea, Chile 
enjoys a variety of climate and products but is essentially a mineral 
estate. Divisible into three zones—semi-tropical, temperate and 
rugged—its northern limit is a species of oasis, bordering a vast 
desert which is nevertheless the most prolific contributor to the 
national wealth by reason of immeasurable deposits of nitrate of 
soda, furnishing a monopoly of that commodity. 

The late Sir Wiliam Crooks, renowned physicist, declared that 
the future of the world’s food supply depends on Chilean nitrate. 
Although the largest demand is for fertilizing purposes, it is a 
requisite in the manufactur2 of acids and high explosives. Germany 
and her Allies, deprived cf supplies, have exploited a synthetic 
substitute (nitrogen from tre air) which is unlikely to be a serious 
competitor aftey the war when the inexpensive Chilean nitrate will 
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not be surcharged with the high ocean freights now prevailing. In 
any case, consumption increasing progressively, with new areas of 
demand, will undoubtedly give an outlet for supplies from all 
sources, - 

The central section of Chile is highly cultivated and in normal 
years supplies the country’s food requirements, with a surplus for 
export. An extended system of irrigation from waters now running 
to waste would enlarge the area and product, and with shorter ocean 
transport, via Panama, make the famous Chilean fruit known in 
distant markets, give impetus to the canning industry and encour- 
age immigration to a region where soil and climate leave little to be 
desired. Coal mines in the central provinces furnish a large part of 
the internal needs with a product 75 per cent as efficient as the best 
grades shipped from the United States, Great Britain and Australia. 

In the southern section forests and fisheries bring us down to the 
Straits of Magellan, where Patagonia and Tierra del Fuego are now 
among the important sources of the world’s wool supply. The Cor- 
dillera, flanking the entire length of Chile, is a bed of minerals— 
copper predominating. 

The credit of the government is independent of its tax-levying 
power. The trunk lines of railway, the vast nitrate domain held in 
reserve and released for operation as required to meet a demand for 
its product, and the major part of the sheep-grazing lands in the 
south, are all held in fee by the state. 

It is unlikely that the government will undertake any large pub- 
lic improvements in the near future unless money is in more plenti- 
ful supply than at present indicated, so its requirements for capital 
will probably be to meet any of its loans that may be maturing. 
American capital meeting this requirement will partake of the good- 
will that has attended earlier accommodations and brought much 
good business in its train. Such resourceful interests as are already 
enlisted in mining industries assure an abundance of capital for 
their development. Manufacturing enterprises generally, all of 
which are encouraged by law and many of them favored by local 
conditions, especially the canning industry, already adverted to, 
will doubtless make attractive appeals to American capital in the 
ensuing period. 

The growth of our commerce with Chile has been phenomenal— 
$10,000,000 in the year ending June 30, 1900, contrasts with $43,- 
000,000 June 30, 1914, which latter will probably show a further 
advance of 50 per cent in the current year. About 40 per cent of the 
total represents exports. How far we shall be able to hold the recent 
increase of shipments due to the European war will be a problem on 
the return of peace, when competition is restored. It is probable 
that our advantage can be held only by the methods originally em- 
ployed by European countries in securing the trade: all the ele- 
ments of commerce—manufacturer, merchant and banker—working 
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together, each helping himself by helping the others. Under 
American practice there has been no esprit de corps—each factor in 
commerce striving for itself regardless of, and often to the dis- 
paragement of, the others, disdaining, moreover, the slower’ and 
securer methods of developing business for the quicker way of 
doubtful tenure. The chief grievance of commerce is against the 
financial element, which when disposed to assist at all usually favors 
its newly created agencies or affiliated interests, ignoring and losing 
the invaluable experience acquired by older and established organ- 
izations. 


COLOMBIA 


By Epwarp H. Mason, 
Glencoe, Illinois. 


While the needs for capital in Colombia in the near future are 
not materially different from what they have been in the years just 
prior to the European war, there has been a great change in the 
method and direction of getting these needs satisfied. 

Heretofore, on account of a variety of reasons which need not 
be dwelt on here, the Colombian capital seeker usually went to the 
European market and the American capitalist on his side seemed 
quite willing to have these applications pass on to London or the 
continent. Now the realization that the United States is the prin- 
cipal source of supply still open to the partly developed countries of 
South, but more especially the interested and sympathetic treat- 
ment given Colombian projects here, instead of the perfunctory 
consideration of a few years ago, has turned their capital seekers 
decidedly to this market. ` 

For convenience we may divide Colombia's capital needs into 
those of the national government, the departments or states, the 
cities, and those of private concerns. The national government 
needs capital primarily to finance the substitution of a gold secured 
currency for the present non-redeemable paper money system. 
After this the great need of the country is for capital for the con- 
struction of public works, and of these the national government 
considers of first importance the improvement and sanitation of 
some important sea-ports. This work the government will probably 
handle direct and finance it with its own securities. The extension 
of existing railroad lines and the building of some others in the 
development of a general plan for a national railway system make 
the next great need for capital, and the national government, 
although directly interested by reason of its railway subsidies and 
its rights of reversion in the various properties when the periods of 


172 THE ANNALS oF THE ÅMERICAN ACADEMY 


their concessions have expired, may here limit its activities to 
codperating wita the existing private companies, or, as in the case 
of two concessicns for needed railways authorized lately, may offer 
them first to the departments in which the lines are located, and 
departmental loans will have to be sought to carry through the work. 

Up to recent years no attempt has been mace by the larger 
cities of Colombia to finance their growing needs by the issuance of 
municipal bonds, and their public improvements have been of very 
slow growth in consequence. The last few years, however, have 
seen a great change in public opinion in this respect, and a number 
of the larger cities are realizing the necessity of putting in adequate 
modern water service with proper sewerage and street paving, are 
planning to buildi or are acquiring their street railway systems, and 
will be in the market for the necessary financing for these improve- 
ments. 

As regards capital for private uses, the lack of straight banking 
capital in Colombia is a great handicap to the country, and there is 
much need of capital for long-term mortgage loans on city and farm 
property. At present banking capital is limited and discount rates 
very high. This limits commercial enterprise and is prohibitive for 
real estate loans, as is also the fact that it is difficult to secure any- 
thing but short-term accommodations. Loans on real estate at any- 
thing like reasonable rates and for longer terms would stimulate 
building operations of a much needed ‘character in the cities and 
would enable many a cattle raiser to better his stock or to put some 
of his big grazing tracts to a more profitable use. 


COSTA RICA 


Br WALTER PARKER, 


General Manager, Mew Orleans Association of Commerce; Chairman Permanent 
Committee on Costa Rica, Pan American Financial Conference. 


An abundance of water power, undeveloped mines of great 
wealth, agricultural possibilities of wonderful potentiality and 
adequate shippirg facilities should enable Costa Rica to assume a 
mortgage far beyond the power of the average Central American 
republic. The natural wealth of the republic has hardly been 
touched. 

The effect of the European war is similiar to that felt by the 
other republics. One of the results is the hastily formed Banco 
Internacional, founded by the government to a the unusual 
financial conditions created. This is a bank o a having a 
capital consisting of Costa Rican treasury bon The reserve 
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required by law for banks gfi issue is 40 per cent gold. Present rates 
on commercial loans are high, running all the way from nine to 
twelve per cent. It is said to be the desire of the President of the 
republic to convert the Banco Internacional into a general mortgage 
bank, and induce the three or four commerċial banks to combine and 
form one commercial bank. It is believed that this will increase 
the total banking power of the republic, decrease rates of interest 
and provide for the extension of rural credits. By inaugurating 
this plan the combined capital of five Costa Rican banks would 
approximate less than $5,000,000. 

The most urgent need of the Costa Ricans is adequate credit 
facilities. We must become fully cognizant of this need before we 
attempt anything. It is now possible, through the agency of the 
Federal Reserve Act, for the national banks of this country to 
codperate more fully. 

Heretofore the merchants of Costa Rica have availed them- 
selves of the extremely favorable terms of the European markets. 
The rateg of interest were almost invariably more liberal than those 
to be had in the United States. Now that the bankers of this 
country can give their acceptance to long-sight drafts arising from 
exports and imports, a means is at hand to in part overcome this 
obstacle. Having grown accustomed to paying his bills every six 
months, it is a difficult matter for a merchant in Costa Rica to 
adapt himself to the rapid. ways of American business, but it does 
not necessarily mean that he is trying to evade payment of his 
obligations. 

Even if the United States goes after and gets its proportion of 
the business of Costa Rica, there still would be something left to be 
done. The republic needs more than the mere influx of Arnerican- 
made-goods; it needs American capital and brains as well. Under 
prevailing conditions, the railway situation, with some improve- 
ments, would be about adequate. There will be need for more 
railways when the other development necessary has proceeded, but 
at present there is scant need for more transportation improvement. 
The mining and agricultural features of Costa Rica should make 
an irresistible appeal to the American investor. When these have 
been taken in hand and are producing their proper percentage of 
a country’s wealth, there will be less dependence upon the custom 

ouse. 

Any casual investigation of the opportunities in Costa Rica 
cannot help but reveal the wonderful openings to be had there by 
American capital. But it is well to look into every ange of the 
situation before attempting investments. Nothing that has ever 
been written about the mines, water power and the agricultural ex- 
tent of the republic, can be made to convey the idea that is only to 
be had through personal investigation. And the man wto under- 
takes to seek out the best forms of investment in Costa Rica must 
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go into the country free of prejudice or set opinion. He will en- 
counter one surprise after another, and in some instances he will be 
amazed to learn the progress Costa Rica has made in certain direc- 
tions. 

The people of the United States are now looking forward to the 
establishment of rural credit banks. There can be no doubt but 
that these institutions will exert a wonderful stimulus on agriculture 
in the United States. But the idea is not new to Costa Rica. 
Rural banks to aid the farmers in getting money under favorable 
conditions have been in operation for over a year. This system is 
under the management and control of the government, through 
the agency of the Banco Internacional. A mortgage department 
now is contemplated with a capital of 500,000 colones, or approxi- 
mately $200,000. 

Practically every essential element favorable to the investment 
of capital may te found in Costa Rica. The money that is used 
in developing its resources must be invested with an eye to the fu- 
ture of the country, and not for quick exploitation and immediate 
return. A steadily increasing wave of resentment is becoming 
apparent in Latin America against the evanescent effects of the 
exploiter. The people realize their own deficiencies for want of 
money, and will go more than half-way to welcome and assist 
the honest, well-intentioned American capitalist. It would help 
greatly were the national debt refinanced in the United States. 


CUBA 


By A. G. ROBINSON, 
Washington, D. ©. 


We may safely assume that Cuba will want money in the im- 
mediate or early future, but a wide difference stands between wants 
and actual needs. There, as in other lands, the gratification of 
wants is limited by the ability to pay for them without an unwise 
stretch of borrowing power. In Cuba’s case, a special limitation 
appears in that appendix to its Constitution, commonly known as 
the Platt Amendment, imposed by the United States at the time of 
the transfer of government to Cuban hands, in May, 1902. In 
Article II, that instrument declares: 


That the Government of Cuba shall not assume or contract any public debt, 
to pay the interest upon which and to make reasonable sinking-fund provisicn 
for the ultimate discharge of which, the ordinary revenues of the Island, after 
defraying the current expenses of government, shal] be inadeqtlate 
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Upon a Cuban Congress inclined to any substantial increase 
in Cuba’s present national debt, the government of the United 
States would, in all probability, lay a restraining hand unless it was 
fully assured. of Cuba’s ready ability to carry out the provisions of 
this clause in its fundamental law. Many Cubans, like many 
Americans, want improved highways in the region of their particular 
interest. Many want new official buildings and _schoolhouses. 
But the need of roads and public buildings is not, in most cases, 
imperative, and the exceptions should be met from the current 
pias now far greater than ever before in the history of the 
island. 

Cuba’s industrial enterprises are at present representec. chiefly 
by the production of sugar and tobacco. An important part of the 
output in both lines is now controlled by American investors. 
Encouraged by the present enormous profits in the sugar-raising 
industry, due to the abncrmal price enhancement caused by the 
suppression or derangement of a large part of the European beet 
sugar industry, an organization has recently bought established 
mills and plantations in the island, to the amount of approximately 
$50,000,000 in actual cash A large part of this was American 
money. More millions have been invested by other Americans 
in the improvement and extension of sugar properties already owned 
by them; in the purchase cf mills from Cuban or other owners; and 
in the erection of new mills and the cultivation of new areas. 

The percentages have veen somewhat changed by the abnormal 
price of sugar, for the last two years, but the place held by that 
commodity in Cuba’s industrial life, under normal conditions, is 
shown by the fact that it ordinarily represents nearly three-quarters 
of the total exports. Tobacco, in various forms, represents nearly 
one-fifth, and the remainder is accounted for by various products 
such as iron ore, copper ore, and manganese; by timber, animals 
and animal products, sponges, beeswax, and others. Te iron 
deposits of the eastern part of the island, of American ownership, 
are certain to become of large importance. The railway systems, 
at present fairly meeting the needs of the country, are largely of 
British ownership. 

In summary, it may be said that there appears no present 
prospect of important money demand from Cuba in the near future. 
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DOMINICAN REPUBLIC 


By Jacop H. HOLLANDER, 
Professor of Political Economy, Johns Hopkins University, Balsimore, Maryland. 


The Dominican Republic, like the imperfeetly developed 
states of Central and South America, is in urgent need of economic 
enterprise and financial investment. The land is rich in natural 
resources that await only the touch of energy and capital to pour 
forth streams of wealth for the enrichment of the island and the 
betterment of the world. The primary requisites are, of course, 
stable government, political quiet and social tranquillity. The 
history of the last ten years shows unmistakeably that these are 
possibilities definitely within reach, and that the ccming decade is 
likely to witness a final passing of the old turbulence and disquiet. 

Beyond these primary requisites one of the essential needs of 
the republic is en improved system of currency. The currency 
situation in the Dominican Republic is unlike that of any other 
country in Central or South America. The only noney in circu- 
lation is United States currency. This is at once the medium of 
exchange, the measure of value, and the standard cf deferred pay- 
ment. In yeare past, various forms of Dominican currency, 
metallic and pager, were emitted, but all of these have been de- 
monetized and withdrawn from circulation. Certain banking 
institutions have been vested with powers of note-issue, but the 
conditions attencing the creation and activity of these institutions 
have not been such as to secure public confidence in the notes and 
it has been practically impossible to put them into circulation. 

The currency problem of the Dominican Republic is thus 
largely one of inalasticity, the sources of supply being the United 
States or Porto Rico. It is inconvenient, expensive and inadequate 
to meet the vary_ng currency requirements of an agzicultural coun- 
try by remittances back and forth. 

The sufficient remedy for this condition would be the estab- 
lishment of a branch of a member bank of the Faderal Reserve 
banking system in Santo Domingo city with agencies in three or 
four of the other large cities of the republic. The note-issuing 
power of such a member bank would make it possible for the cir- 
culation of the Island to be expended at crop moving time and to 
be contracted thereafter. It would stabilize excaange between 
the Dominican Republic and the United States, es well as with 
other foreign countries. Finally, it would prove of great con- 
venience to the Jnited States customs receivership in making re- 
mittances to the United States pursuant to the terms of the con- 
vention of 1907. 2 
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ECUADOR 


By. F. I. Kunz, 
Vice-President, Bankers Trust Company, New York. 


The government of Ecuador has very small outstanding obliga- 
tions outside of its guarantee of the sinking fund and interest of the 
bonds of the Guayaquil & Quito Railway. Such bonds outstanding 
at the moment amount to $12,712,000, and as the railway has never 
paid anything upon its obligations, the government of Ecuador has 
been obliged to carry the whole burden. On February 1, 1916, the 
government was in arrears in payment of interest on the Guayaquil 
& Quito bonds $1,878,975, and it had issued bonds in payment of 
interest that had previously accumulated for $636,480, on which 
the interest in arrears is $38,189, so that it was actually behind in 
interest payments under its guarantees $2,553,644. The ay 
other external debt of Ecuador is the “Condor Bonds,” whic 
represents the balance outstanding of the Debt of Independence, 
and amounts to $387,342. Since the war the government has 
defaulted on all its interest payments. This has been due to the 
decrease in revenue that occurred because or the stoppage of the 
foreign trade of the country after the declaration of war. As 
Ecuador depends largely for its revenue upon customs duties and 
export taxes, as is true in the case of many other South and Central 
American countries, the temporary stoppage cf its foreign trade was 
seriously felt. It had to increase its internal borrowings, which 
were mostly from Ecuadorian banks, and they have reached a total 
of $7,165,000. The foreign trade of the country is now picking up, 
but in the meantime Ecuador has been left with a large floating 
debt and past due obligations. 

The country has wonderful natural resources, and with proper 
development should be able to increase its foreign trade very materi- 
ally. Before it can do so, however, it will be necessary to have 
the sanitation of the port of Guayaquil completed. While this 
port is at present much more free from disease than is generally 
supposed, yet because of past epidemics, ships entering Guayaquil 
are quarantined before being allowed to approach other Pacific 
ports. This of necessity hampers the foreign trade of Ecuador very 
considerably, but there are good grounds for believing that once 
Guayaquil is recognized as a clean port, the revenue of the country, 
due to the increased foreign business that it is reasonable to suppose 
would ensue, should increase very materially. Unless Ecuador is 
able to obtain a loan of considerable size, it will not be possible to 
complete the sanitation work of Guayaquil, except by piecemeal 
from year to year, as funds can be spared from the revenue. This 
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will carry the necessary improvements over such a period of years, 
during which timə the foreign trade of the country vill be seriously 
affected, that it is most important for the interests cf the people of 
Ecuador that the government obtain the money to do the needed 
work at once. 

Certain parts of the country are still without proper railroad 
facilities, even taxing into consideration their present undeveloped 
state, and if a camparatively few miles of road could be built, it 
should prove of great benefit to the people. In order to refund all 
outstanding obligations, complete the sanitation of Guayaquil and 
make the railroad system thoroughly effective, it :s figured that 
Ecuador will be cbliged to borrow about $30,000,009. 


EL SALVADOR 


By Frupmrick F. Sxarine, 
Paterson, N. J. 


The area of Salvador is 7,225 square miles; it is about the size 
of;the state of New Jersey which has an area of 7,525 square miles 
and has a population of 1,250,000. Its density of population per 
square mile is just about one-half that of the state of New Jersey. 

ost all of the available surface of the country is ander cultiva- 
tion. Nature seems to have assembled and combined all of the 
various elements that are necessary to the successful production of 
coffee, about 65,000,000 pounds of coffee being exporzed each year. 

Salvador has the best record of any of the Cenzral American 
republics for looking after its credit. Its public finances heretofore 
have been in charge of the English, the only foreign -oan that Sal- 
vador ever issued having been floated in London in 1908. This 
loan amounted to £1,000,000, sterling. It bears interest at the 
rate of 6 per cent per annum and a sinking fund is provided, con- 
sisting of 24 per cent of the principal amount of the bonds, redeem- 
able in each year. The loan was floated by the London Bank of 
Mexico and South America and Messrs. Chalmers, Guthrie & Co. 
of London. It was listed at once on the London stock exchange 
and has been regularly traded in on that board ever since. Pay- 
ments of the interest and sinking fund on account of this loan were 
regularly made from the date of its issue until the month of August, 
1915, when, owing to the decrease in the revenues derived from 
duties on imports and exports occasioned by the wer in Europe, 
the Minister of Finance made a proposition to the holders of the 
bonds that they deposit their coupons representing four years’ 
interest on the principal of the loan with the trustees for the loan 
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in London, who would issue certificates of the government repre- 
senting the coupons so deposited, bearing- 7 per cent interest. 
This proposition was accepted by the holders of the bonds and was 
formally put into effect in zhe month of December, 1915. 
The progress of Salvador is effectually shown by the following 
figures: 
1899, total revenues fom all sources, E 435,695 silver. 


1900 6,297, 274 

1905 “a te ifs iz 3 te 8, 5386, "443 ct 
1910 (i “cc it “ce (£i 10,620,866 cc 
1912 a “u (£3 “ (K 14,445,731 ce 
1913 et oe if tt t 13,734,133 ti 
1914 t iis u ce (£i 12,423,752 “ 
i a i ee yc ay 


It will be noted that ir: the year 1899 the total revenues of the 
government from all sources amounted to $4,435,695 silver, 
and in the year 1912 the revenues of the country had increased to 
$14,445,731 silver. It. wll also be noted that the revenues 
for the year 1915 amounced to $10,625,173 silver, the decrease 
having been occasioned by the outbreak of the European war. 
During the present year tLe turning point was reached and at the 
present time the revenues of the country are gradually increasing. 

The best opportunity for the employment of capital in Salva- 
dor at the present time is in the establishment of a government 
bank. There are three cLartered banks of issue in the republic, 
and their notes form the paper currency of the country. The 
government does not issue any paper money. Aside from this, 
the money is silver coin. The value of the silver dollar or peso is 
about 42% cents American gold. The National Assembly granted 
a charter for an agricultural bank in the year 1914. The present 
banking facilities of Salvador are insufficient, and if a new institution 
were established it would have the hearty support of the government 
and would unquestionably do a very profitable business. Banking 
in Salvador is based on tie movement of merchandise in and out 
of the country. This is tae safest kind of banking. Rates of in- 
terest are good, being greater than those prevailing in the United 
States, and the security for loans is the best in the world. 

Salvador also needs more railways. There are three railways 
now operating within the republic. The Salvador Railway, which 
runs from the port;of Acajutla to the capital city, San Salvador, 
with a branch to the city of Santa Ana, in all having a total trackage 
of about one hundred and fifty kilometers, was built in the year 
1899 by an English company. It will be noted by the foregoing fig- 
ures that in the year 1899 the total revenues of Salvador amounted 
to but $4,435,695 silver, yat in that year the government undertook 
to pay the Enfglish Company an annual cash subsidy of £24,000 
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sterling for a period of eighteen years, and this pledge the govern- 
ment has regulerly and faithfully kept. On the strength of this 
agreement on the part of the government the English Company 
was enabled to float its own securities in London. The railroad 
has been operating successfully ever since. At the present time 
another railway is in process of construction, running from the port 
of La Unién, on the Gulf of Fonseca at the eastern end of the 
republic, entirely across the central portion of the country to 
Guatemala. This railway is one of the links in the Ferrocarril 
Internacional which is designed to run ultimately all the way to 
Panama. At the present time about one hundred and fifty kilo- 
meters of this Ime have been finished and are now in operation. 
The only other railway in the republic is a short line built by local 
capital, between the capital city, San Salvador, and the city of 
Santa Tecla, a distance of about fifteen kilometers. 

A concession was granted in the year 1914 by the government 
for the construction of a railway between the capital city, San 
Salvador, and tke port of La Libertad on the Pacific coast, a dis- 
tance of sbout fifty kilometers. This railway is really a govern- 
ment enterprise. The government issues bonds to the extent of 
$1,500,000 gold, the proceeds of which are to build the railway. 
The distance by the English railway from the city of San Salvador 
to the port of Acajutla is one hundred and five kilometers. The 
new line will afford a much shorter route to the coast. La Libertad 
is the natural pert of entry for the city of San Salvador, and the 
construction of this railway will open up a very rich territory and 
will be of great benefit to the government. 

The mineral resources of Salvador have been scarcely touched. . 
There are several English mining companies and one or two Ameri- 
can ones that heve been operating successfully for a great many 
years in the eastern part of the republic; but there are vast mineral 
resources in the mountains to the north bordering on the Hondu- 
rean frontier which have not been developed. 

Deposits of petroleum in the eastern part of the republic have 
recently been discovered. A great deal can be done in Salvador 
by. developing the water powers of the country. There are several 
of these within the republic. 

An opporturity is open to enterprising American contractors 
for the paving of the streets of the principal cities. The city of 
San Salvador has spent a great deal of time and money in the prep- 
aration of plans and details for the paving and sewering of the 
capital city, and it was about ready to go ahead with this work 
when the European war broke out. 

Salvador occupies-a very strategic position among the five 
Central American republics. The Gulf of Fonseca, which is the 
only land-locked harbor between San Francisco and Panama, is 
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situated at the eastern end of the republic. On the Nicaraguan 
shore of this gulf the United States government purposes to estab- 
lish a naval base. The islands within the Gulf of Fonseca belong 
to Salvador and that of Meanguera commands the entrance to the 
Gulf. The President of the republic is anxious to see established 
on this Island a free port similar to that on the Island of Curagao, 
off the coast of Venezuela. His idea is that, if warehouses, dry 
docks and coaling stations for ships were erected on this island, 
the merchants of foreign ccuntries could ship their goods in bulk to 
this port, where they would be entered free of duty. By such 
an arrangement wholesale stocks could be carried in this central 
place and the different countries supplied from that point. In- 
asmuch as three of the republics border on the Gulf of Fonseca, 
the transshipment of goods in small quantities to the respective 
countries could easily be accomplished. A concession for the 
establishment of such a port was granted by the National Asembly 
in the year 1914. 

The opportunity is open to American merchants to capture 
the entire Pacific trade of Central America by establishing them- 
selves at this time in Salvador. The country has been singularly 
free from revolutions, the last outbreak of this nature having 
occurred as far back as 1395. The republic has a stable govern- 
ment which changes every four years by the ballot instead of the 
bullet. The people are industrious and the climate is salubrious. 
There is an entire absenca of the fevers peculiar to the countries 
in the latitude of Salvador on the Atlantic side. This is chiefly 
because the country is hilly and well drained; also on account of 
an absence of low-lying marshy lands. 

To conclude, Salvador is well worthy of a visit and the serious 
consideration of American capitalists who may be contemplating 
investing in Latin American countries. : 


GUATEMALA 


By JoHn CLAUSEN, 
Manager Foreign Department, The Crocker National Bank of San Francisco. 


The Republic of Guatemala, situated East of Mexico, covers 
an area of about 50,000 square miles, with an estimated population 
of 2,120,000 inhabitants—the largest of any Central American 
country—of which 125,000 reside in the capital, Guatemala City. 
The name “Guatemala” is probably of Aztec origin and is said to 
mean “Land gi the Eagls.”” The bulk of its people are located in 
that half of the Republic bordering on the Pacific with few settle- 
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ments on the North or on the Atlantic side. Its mountain ranges, 
with very little exception, give the country an elsvation of from 
4,000 to 11,500 feet. The Pacific slope is very fertile and produces 
large crops of coffee, corn and sugar; while on the Atlantic side there 
is found very little agricultural wealth except from the cultivation 
of bananas in th> lowlands and near the coast. The production of 
coffee, however, is the principal money crop of the country—moved 
largely upon funds that have been advanced for that purpose—and 
to its marketing therefore, depends much of the p-osperity of the 
Republic. 

According t> the report of the Secretary of Finance of the 
government of Guatemala, made under date of April 14, 1915, its 
debt amounted to $13,304,759.79 United States zold, made up 
as below: ' 

English debt... 2.2.2.2... eee eee $11,7&5,314.39 
Internal dabt............... 000 1,519,445.40 


Their external obligation consists of what is called the English 
debt of 4 per cenz which was not contracted by the present admin- 
istration but dates back from the time when all Cantral America 
was one Federation of Republics, or in other words, since the inde- 
pendence of Guatemala which was established in the year 1821. 

Upon the brzaking up of the Federation three-fourths (2) of 
this obligation fell to Guatemala, while the remainder, but one- 
fourth (+), was allotted to the other four republics. Subsequent 
administrations increased the debt by additional loans and de- 
linquent interest, until it reached the aforementionsd figure. No 
new foreign loans have been contracted by the present government, 
although it is learned that negotiations have recently been opened 
towards the placing of an additional $3,000,000 United States 
gold for municipa! improvements in the City of Guatemala. 

Only during zhe last few years has Guatemala affected a ma- 
terial settlement with its English creditors in resuming payment 
of interest. The services of the English debt require only $300,- 
000 United States gold annually for interest, which arə conveniently 
cared for as the republic has a favorable trade balance of approxi- 
mately $3,500,000 United States gold and a net internal revenue of 
$1,000,000 to $2,)00,000 United States gold. In naming these 
figures, however, it must necessarily be taken into consideration 
that the European war, together with prevailing inadequate trans- 
portation facilities, will tend to decrease the government revenues 
as also customs taxes which as has been stated represents the larger 
portion of their income. The internal indebtedn3ss has been 
found difficult to liquidate with the result of constantly increasing 
the obligation by delinquent interest payments. 

The English loan, however, in spite of the expenditure of large 
sums on public works and charitable institutions of tHe country, has 
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received its interest in advance and this feature is being very favor- 
ably commented upon by British capitalists. These bonds have 
been quoted during the greater part of the year at 40 to 41, netting 
the holders nearly 10 per cent per annum. Unlike many other 
Latin American republics, the municipalities of Guatemala have 
no bonded indebtedness and their temporary advances from local 
banks are automatically repaid from taxation. 

Authorities afirm that it would take approximately $12,000,- 
000 in gold to place and meintain the country on a gold basis. 

The yield of the public revenue in 1915 was $85,007,704.74 
G/P pesos, as against $82,399,924.55 G/P pesos in 1914. 
Public expenditures for 1915 were $67,841,283.64 G/P pesos; which 
exceeded the amount estimated by $7,778,643.65 G/P pesos. 

The total value of trade in 1915 was $16,369,061.99 gold as 
against $22,085,141.48 gola in 1914. On the other hand between 
the imports amounting to $5,072,473.03 gold and exports aggre- 
gating $11,566,585.96 gold, there was left a favorable trade bal- 
ance for Guatemala of $6,494,109.93 gold. 

Two causes especially affect Central American trade and 
finance, the loss of the usual markets in Europe and the inadequacy 
of transportation facilities. The Republic of Guatemala in partic- 
ular lost its normal outlet for coffee, the largest of its export 
commodities. 

A very cordial feeling has been developed in Guatemala to- 
wards the United States and while a good portion of their imports 
originate in this country, a much larger percentage of business 
transactions should be exploited as a result of the favorable oppor- 
tunities at present. To make our appeals forcible it becomes 
necessary to invest more capital in the republic, to extend more 
liberal credits, to improve banking facilities for export trade and 
to make more direct and personal efforts in their markets. At 
present they need financial assistance and shipping facilities per- 
haps more than other Latin American countries. It is essential 
for the maintenance of the foreign purchasing power of Guatemala 
to lend help in developing and marketing their products abroad. 

The comparative tab_es which follow show the importance of 
our trade relations with that republic: 


Exrorts from Guatemala to— 


Germany.......... A Beas oi eres $5,412,580.30 
United States. ...... caseros eee eee eee 4,874,379.19 
Englandi sol coc. ob enswa Ss take dais 38 1,476,706.48 


Franta 225 | Sidlesec ines” BEN kale 34,185.75 


$11,797,851.72 
Other countries.. ... 0 oe. eee ee eee 956,184.89 


$12,754,036.61 U.S. gold. 
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Iurorts into Guatemala from— 

United States...... 0... cece cece ee ae .  $4,879,200.04 
Germany............ Be Ate Shee Fat 1,842,738.04 
Eagland: o traeu Meat aiesaekss E 1,389,645.00 
BYANCG o a E aG be oS ie ee 317,631.11 
Japan and Ching.............006 arees 221,462.56 

: $8,650,676.74 
Other countries ... a.. Lk... seres 689,438.13 


$9,337 ,114.87 U. B. gold. 


There are at present about five hundred miles of railway in 
the republic. The system includes a transcontinental line from 
San Jose on the Pacific Coast to Puerto Barrios on the Atlantic, 
considered the best built railway of any of the Central American 
lines with the possible exception of the Panama Railway. The 
Atlantic side of the republic is webbed with 200 miles of rail, 270 
on the Pacific side and 30 for the interior. These roads are practi- 
cally all owned by American interests and represent in a measure the 
only investment in that Republic of North American capital. 
German and English investments predominate in ell other under- 
takings, principally that of coffee-growing. 

To develop mining the government has granted the privilege 
of free duty on machinery and other implements necessary for the 
exploitation of that industry. 

Ores of iron, lead, zinc, silver, lignite of very good quality, 
sulphur and rock salt are found in abundance. Prospecting for 
petroleum has recently been undertaken and the opinion exists that 
the search will be successful. The greatest obstac.e, however, to 
a rapid progress of these enterprises is capital to adequately ex- 
ploit the vast mineral deposits. 

; Grazing has also had considerable development, but there is 
little outgo of meat products, most of the cattle beirg consumed in 
the country with only the hides for export. There is much talk at , 
present of developments in cattle raising and tke government 
seems disposed to lend assistance to any proper venture of this kind. 

It seems easier for the Central American to live on the prod- 
ucts of his own country than for most other people ard this particu- 
larly is true of Guatemala which is primarily an agricultural 
country with comparatively little manufacturing and scarcity of 
capital for its development. 
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HONDURAS 


By W. S. VALENTINE, 
President of the New York and Honduras Rosario Mining Co., New York City. 


Honduras, a country of scarcely half million population, in a 
territory covering some fifty thousand square miles, with the only 
safe ports on both the Atlantic and Pacific, between Panama and 
Mexico, has remained in statu quo, practically since its independence, 
because from a capitalist’s standpoint, it has not been “on the map.” 
The main causes of this have been:— 

(a) Its internal and internecine struggles, very much exagger- 
ated, but sufficient to preclude it as a field for investment. - 

(b) Its enormous foreign debt, created in 1864 in London and as 
stated by the Select Committee of Parliament, London, 1872, 
“Born in the Cardinal Sin of, and carried out by, our own people 
in the same Cardinal Sin.” This debt with interest now reaches 
over $125,000,000.00. Although many attempts at settlement 
have been made, it has never been accomplished, and until it is, the 
credit of the country will be nil. Here is an excellent opportunity 
for capital. 

Government Needs. In spite of its heavy burdens, the govern- 
ment has managed to scrape along, paying its way in its internal 
budget. The eight years of political quiet, and the enlightened 
statesmanship of its youthful President, Dr. F. Bertrand, have 
assisted materially in its fiscal progress. The government really 
needs no direct financial help. 

The flexible silver basis is a serious problem, and “capital” 
will have to find a way for the introduction of the gold standard. 
This will come when its great natural wealth is fully appreciated. 

Railroads. The heavy debt of the country was created for 
railroad purposes. The country has never received anything for it, 
except a badly built 37 miles of road. Since then practically no 
construction has been attempted. There are a few banana roads, 
built by private corporations. Railroads are a prerequisite of the 
country; they are what is needed for the development and extrac- 
tion of the vast latent riches. The government will grant most 
liberal franchises to American capitalist’s constructing them. A 
line for an interoceanic road has been found feasible. It would be 
about two hundred mileslong. This road would run from the mag- 
nificent Bay of Puerto Corzes, on the Atlantic, to the Gulf of Fon- 
seca, on the Pacific. It would not only be a success financially, but 
is of imperative necessity to the government of the United States, 
since it has now‘virtually obtained control of the Gulf of Fonseca for 
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a naval and coaling station through the recent 3ryan-Chamorro 
Treaty, signed with Nicaragua. 

Various Loans. There are no specific requirements for loans 
of general character. Honduras requires development by the in- 
een of capital. Thus development of the lstent wealth will 

ollow 

The climatic conditions are such as to allow everything in the 
agricultural line to be raised, from beans to cotton snd wheat. The 
great forests of mahogany and cedar, of pine, oak and all building 
lumber are virgin, and grazing lands for cattle exist by the mile. 
The rivers are rich in gold while veins of ore are abundant in gold, 
silver, copper and iron, awaiting development. The laws of Hon- 
duras are very liberal for the immigrant. 

The commercial interests are in the hands of 2 few foreigners. 
The “zone of commercial influence” has been the standard of Eng- 
land for many years, but in recent years, strongl7 fought by the 
Germans, while the American manufacturer has been dormant, 

The credit on long terms is one that must be appreciated by the 
American manufacturer. The risk is minimum and in forty years of 
experience, only one failure has been noted. American goods have 
met with great favor since the war, and the field is now open for 
permanent trade; it can be held if ‘the two salient points are con- 
sidered, i.e., credit and proper packing. 

There is a large field for banking institutions a3 at present but 
one bank of any importance is in operation. It has only recently 
been established, the interests being mixed Hondureaian and Ameri- 
can capital, and it is doing a flourishing business. 


NICARAGUA 


By W. L. SAUNDERS, 
Chairman, Board of Directors, Ingersoll-Rand Company, New York. 


Nicaragua is the largest republic of Central America, its area 
being about equal to that of the state of New Ycrk. Columbus 
discovered Nicaragua in his fourth and last voyege. European 
settlers are known to have located there before the əra of immigra- 
tion to the United States, yet the country has never been developed, 
its natural resources remaining in a virgin condition, except in the 
coffee industry, which has not yet been extended to the limit of its 

ossibilities. ‘Thousands of acres of good coffee raising land exist 
in the highlands, where the natural conditions ara favorable for 
raising high grade coffee, yet these lands remair. uncultivated. 
Coffee production on a large scale requires capital for the purchase 
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of machinery and plant, but the industry when properly equipped 
and managed is one of the surest for large returns on the investment. 

The chief reason why capital has not developed Nicaragua is 
because of internal revolutions and political troubles. These have 
existed in the past with great violence and frequency, but indica- 
tions now point to stability of government, which, taken with the 
settlement of financial conditions in the country, offers promise of 
the investment of capital and the development of natural resources. 

The monetary system ot Nicaragua, which for many years was 
silver, though actually based upon inconvertible paper, has during 
recent years been reorganized and is now on & stable gold basis. 
In 1912 a firm of American bankers negotiated an arrangement 
whereby the interest on the foreign bonded loan of Nicaragua was 
reduced from six to five per cent, an operation very favorable to the 
republic. Recently the United States Senate has ratified a treaty 
with Nicaragua by which the United States agrees to pay three 
million dollars for a naval station on the coast of Fonseca and a 
perpetual right to build the Nicaragua Canal. This will add much 
to the financial strength of the government, enabling it to pay off 
a portion of its outstanding bonded debt and to settle claims for 
damages which have resulted from former periods of political dis- 
turbance. 

Low grade gold exists in many districts, and is now being profit- 
ably mined at half a dozen mines. Thousands of cabinet-wood 
trees are uncut. This industry is receiving some attention, but the 
operators are greatly hampered by lack of capital. Under normal 
modern conditions, this industry, as most others, must be under- 
taken on a somewhat large scale to make it profitable. 

Many new regions fit for banana, cultivation, and untouched by 
the banana disease, remain fallow for capital and attention. Even 
the lands where the banana disease has appeared have been demon- 
strated to be resourceful for sugar cane and for citrus fruits. There 
exists a chance and a need for capital. Sugar is produced very 
profitably already, and there is room for more. 

Wild rubber is a sufficient industry to show that cultivated 
rubber is possible. Thousands of cocoanuts are already being 
shipped, proving that there is an opportunity for investment, both 
for the nuts and for copra and oil. Another possibility requiring 
attention is dye-woods, already shipped in some quantities. One 
of the biggest resources of Nicaragua is its cattle and cattle ranges. 
It possesses one of the very few regions of cattle lands in the extent 
of country from northern Mexico far down into South America— 
a resource that some day will be made much of. 

All these resources, besides others such as cacao, tobacco and 
cotton, which are being raised in sufficient degree, profitably, to 
prove their possibilities for further attention from capital, need 
transportation. * With their development will come a growing de- 
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mand for carrying facilities, and here is a demand for further capital. 
This applies to both railroads in the interior of Nicaragua and steam- 
ships for the exterior. 

The present railway system of Nicaragua is confined chiefly 
to the Pacific coast and the Lake region. This comprises some 191 
miles of track. Of these, 171 are the property of zhe government, 
though at present they are partly owned by New York bankers. 
The rolling stock on the railways is of American manufacture. 

We have in Nicaragua a country somewhat resembling Nevada, 
rich in possibilities and now firmly on a gold basis, needing only the 
stimulus of capital to give it healthy and profitable development. 


PANAMA 


By A. G. CLAPHAM, 
President, The Commercial National Bank, Washington, D. C. 


Due to the Panama Canal there is scarcely a country that has 
been so advertised all over the world as has the Republic of Panama. 
On the other hand there are but few countries of which so little is 
known regarding the natural resources and the neaded capital for 
development. 

In my opinion the greatest opportunity for development and 
quick results is in the sugar, cocoanut and cattle business. The land 
is very fertile and sugar-cane is well adapted to the climate and will 
yield from 15 to 20 tons per acre more than the cane lands of Cuba; 
but at the present time there is very little to encourage people to 
raise cane as there are practically no sugar-mills and most of the 
cane is used in making rum or syrup for home consumption. 

I was especially interested in the opportunity for the develop- 
ment of the cattle business. There are many thousands of acres 
that would make excellent grazing land and as soon as the land is 
cleared it runs into grass which improves by grazing. There are 
come very good ranches at present in Panama but the business is 
in its infancy and there are comparatively few cattle there compared 
to the demand and opportunities. I was, however, surprised to see 
what good grades of cattle are raised there. Many of the cattle 
owners are endeavoring to improve the quality of their cattle by 
getting bulls from the states and Jamaica. The supply of cattle 
at this time is not sufficient for the local demand. In the past year 
the United States government bought thousands and thousands 
of animals in Colombia and Costa Rica and shipped them to 
Cristobal to be used in the government commissary, and to supply 
the ships that pass through the Canal. This trang-isthmian ship- 
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ping alone creates a great demand for beef—and it is not. one-third 
now what it will be when the war in Europe is over. 

The cocoanut business is much smaller; but with increased 
demand for cocoanut it can be made very profitable—this with 
comparatively little work as the trees begin to bear at the age of 
seven and eight and they live to be seventy-five to one hundred 
years old. 

There are several sections of Panama admirably adapted to 
growing coffee of very excellent quality. Experiments with cotton 
have produced a staple of much finer quality than we raise in the 
states. It is of a very long and silky appearance, closely resembling 
Peruvian cotton. 

The natural resources of ‘this little republic are almost entirely 
undeveloped. The opportunities there are much greater for big 
returns with fewer privations and less suffering than one encounters 
in an effort to develop the resources of many of our western states 
and Alaska. 

There are many other industries besides the ones mentioned 
awaiting capital for development. Many people fear and are prej- 
udiced against the climate; but the worst thing about it is the lack 
of seasonal changes. _ The people I met there on my several visits 
seemed and looked as healthy as they do in the states. The govern- 
ment of Panama welcomes capital and is liberal in granting con- 
cessions for legitimate enterprises. 


PARAGUAY 


By Winuiam WALLACE WHITH, 
Consul General of Paraguay, New York City. 


In his message to the Fifty-Sixth Congress in April of the 
present year, Don Eduardo Schaerer, President of the Republic of 
Paraguay, said: 


The European war has appreciably modified our commerce, creating new 
relations in our international traffic. The closing of varicus of the great markets 
having relations with South America, the difficulties in international communica- 
tion, and other reasons that it is unnecessary to enumerate, have produced a 
visible shifting of the import and export movement, directing it in great part to 
the United States. The growth of relations in this direction has plainly shown 
the need of some means tending to encourage it. 


In other words, the Paraguayan governmen; is not only willing, 
but anxious, to cultivate commercial relations with the United 
States. 


190 Tan ANNALS OF THE AMERICAN ACADEMY 


Situated in the interior of South America, away from the 
usual routes of travel, Paraguay is not known in the United States 
as are its neighbors. “The Garden of South America,” as it is 
called, with a healthful and salubrious climate anc abundant rain- 
fall—similar in many respects to the southern United States— 
with forests rich in construction-, cabinet-, dye-, and tanning- 
woods, with broad prairies suited today for live-stock, and tomor- 
row for agriculture, the country is only awaiting the introduction 
of capital to make it one of the richest spots in the world for pro- 
ducing the staple necessities that are today becomirg scarce. With 
its cattle it bids for packing plants; with its hides and tanning 
extracts it should have its own tanneries; its aburdant and cheap 
timber yields railroad and shipbuilding material that will endure 
for generations, and cabinet-wooda for the rarest uses, with com- 
mercial woods for the carriage-builder and tool-maker, and pulp 
for the paper mill. Sugar, tobacco, cotton, maize, rice, yerba mate, 
and all the California or West Indian fruits and vegetables thrive 
on its soil, and canneries and preserving plants might be established 
with profit. i 

The general need of the country is internal improvement, and, 
recognizing this, the government is offering gvery inducement to 
settlers, particularly to those that intend to remain, rather than to 
the large land holder who invests with a view to sp2culation. The 
public lands are being surveyed, and are being taken up as rapidly 
as they are opened. 

For the full development of the country, perhaps the greatest 
need is improved and cheaper transportation faszilities, by rail, 
water and highway. Transportation today betwzen local points 
and to the seaboard ports is, with the exception cf the Paraguay 
Central Railway System, carried on largely on the various rivers 
bounding and traversing the country. In many ceses it would be 
profitable to dredge certain of these rivers, and it might be of ad- 
vantage to inaugurate a system of swift, light-draft, steam barges to 
carry the products of certain localities until the permanently estab- 
lished character of their productions shall warrant the construction 
of railroads. 

As to the possibilities for loans and investmen:s in Paraguay, 
each proposition must be judged on its own merits. It will be well 
to remember that in any undertaking wherein the public weal is 
concerned, the government, through its appropriate departments, 
will do everything to facilitate the relations between the parties. 
American investors will have difficulty in finding greater natural 
and legal inducements for legitimate undertakings than are yet 
open in Paraguay—opportunities that are being recognized more 
and more by capitalists of the countries lying cortiguous to the 
republic, who are investing in the cheap lands aad establishing 
commercial and banking connections in every par’ of the country. 
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PERU 


By Joss H. Fanny, 
Publisher, Boston, Mass. 


Peru’s most important demand for capital in the United States 
has been for government purposes. Efforts have been made re- 
cently to secure in this country a loan of $15,000,000 to cancel 
various debts and pay the interest and amortization of old loans; 
notably that previously obtained in the United States through the 
W. R. Grace Syndicate. Efforts to negotiate such a loan have 
been abandoned for the present, since the Peruvian government 
and American bankers were unable to agree upon arrangements. 
The government has, therefore, suspended negotiations until later 
and is to apply the surplus, accumulating as a result of present 
economies, to settlement of interest and amortization on the debt. 

The first year of the war caused a large decline in government 
income, and at once a program of rigid economy was adopted. This 
is proving successful. Sooner or later the Peruvian debt will un- 
questionably be financed in some form, and the matter will again 
be taken up with bankers in this country. The total debt of the 
country is about $29,000,000, or about $6.50 per capita. 

It is almost impossible to say what the capital needs of Peru 
are at present, for municipal and public work. A number of com- 
munities are anxious to improve their water supplies and are ready 
to grant concessions and guarantees for the necessary capital. 
Railroad extensions and new lines are also projected. These enter- 
prises would undoubtedly call for an expenditure of $25,000,000 or 
$30,000,000, if obtainable on a reasonable basis. It is probable, 
however, that most of these developments will be delayed until the 
terms on which the capital may be obtained are much better than 
at present. 

Investigations of various industrial proposals, as well as rail- 
roads and public works, are being made on behalf of American 
capitalists at present, but as yet there is no information available 
as to the aggregate capital requirements involved. Ifa government 
loan is arranged in this country within the next year or two it will 
undoubtedly aid the Peruvian situation very much from a capital 
standpoint and stimulate the investment of North American money 
jn industrial and other enterprise. 
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URUGUAY 


By H. A. WHBELnR, 
Vice President, Union Trust Company, Chicago, IIL 


While Uruguay is one of the smallest of the South American 
republics, it constitutes a very interesting and fruitful field for com- 
mercial and finsncial operations. The people are almost entirely 
white people, the Indian and Negro strains being almost wholly 
eliminated. Ths principal sources of wealth are stock raising and 
agriculture, and the per capita wealth is increasirg very rapidly. 
The government is in many respects a nearer approach to a pure 
democracy than any of the South and Central American nations. 
There are no separate states, and while the country is divided into 
nineteen geographical departments, the federal power is general and 
complete with a tendency to control, and in time to monopolize, 
many activities which in other countries are carried on by private 
persons or corporations. 

Uruguay is for all practical purposes a gold standard country. 
It coins a limited amount of silver for fractional currency, but coins 
no gold, using chiefly the gold coins of Great Britair, United States, 
and Argentina. Its note issue is entirely in the hancs of the Bank of 
the Republic, and must be protected by a gold reserve of, at least, 
40 per cent. 

At the close of 1914 the public debt of Uruguay was $143,- 
000,000, largely aeld in England, France and Belgium. This debt, 
which represents a per capita of $107, seems rather large, but it 
should be borne in mind that it is the accumulation of old debts 
refunded and being paid by modern Uruguay although created 
under policies of government which today would not be tolerated. 
Whatever increase in national debt has been made during the past 
generation has been more than offset by productive properties and 
important public improvements. The debt of Uruguay is secured 
by an assignment of customs duties sufficient to guarantee interest 
and amortization. 

At the outbreak of the European war, great uneasiness was 
felt with respect to the administration of public revenues since the 
customs duties must be seriously affected and the contracts for 
public improvements then under way must be carried out. The 
government set isself to strengthen its financial position, and offered 
an internal loan, first, of $4,000,000, and later of $6,000,000, to 
bridge the period of readjustment. This internal loan was readily 
absorbed in Uruguay, and, together with economies introduced by 
the government, and new internal taxes created to replace the 
losses in custome duties, brought about a prompt reaction and has 
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made Uruguay singularly able to take care of herself during the 
past two years. 

A progressive country like Uruguay will, of course, need to be 
financed, and ought to. be financed in the United States. The 
internal loan of $10,000,000 w-ll be converted into a foreign loan at 
such time as may be deemed wise. Beyond this, the increase in 
public debt will be solely for the acquisition of productive properties, 
or the completion of important public improvements. It will be 
necessary to increase the capital of the Bank of the Republic, of the 
Mortgage Bank, which has to do with loans upon farm property, 
and of the Insurance Bank, which ultimately will give the govern- 
ment a monopoly‘ of the insurance business. Port development 
must proceed, for Uruguay’s chief port, Montevideo, will in the 
years after the war be increasingly a port of entry, through which 
goods will come for distribution to all bordering countries. While 
Uruguay is already a country of good roads, these will have to be 
extended and large expenditures made during the next decade. 
Since the franchises for electzic lighting and power are entirely in 
the hands of the government, these must be extended, and other 
public utilities will, under the progressive policy of Uruguay, be 
acquired. Broad plans are now being made in connection with 
sanitation and contracts have recently been entered into looking 
toward full realization of these plans. Finally, the policies of the 
government seem to point toward ownership of railroads. Already 
a beginning has been made in the purchase of one short line, to be 
hereafter extended, and since the government is now guarantor of 


interest return on all railroad investments, there is a growing inclina- - 


tion to absorb all of the railroad properties and operate them as a 
government monopoly. 

ile the general plans of Uruguay may appear somewhat 
ambitious, and the program for development may occupy many 


years, it is a program that skould be carried out, and if moderately ` 


undertaken, can be successfully financed. Itis extremely important 
that interests in the United States keep closely informed regarding 
developments in Uruguay. The two countries have much in com- 
mon and are in no wise competitive, in fact, in so far as the packing 
industry is concerned, our principal packing houses are already 
thoroughly established and successfully in operation in Uruguay. 

Friendship to Uruguay on the part of the United States and 
its financial interests will involve a willingness to assist not only in 
financing productive improv2ments, but also in cautioning against 
a development which would too rapidly increase the tax rate of the 
country. 


> WA 
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VENEZUELA 


By Francisco J. YANES, 
Assistant Director of the Pan American Union. 


Venesuela is a land of unlimited yet undeveloped natural 
wealth, and, like all other agricultural countries, it needs capital to 
` create or develop its natural industries. 

The geographical position of Venezuela is unexcelled, as it lies 
in the northern portion of the South American continent, on the 
route to and from the Panama Canal. Its population is only about 
2,800,000, while its area is about 394,000 square miles, consisting of 
three distinct belts or zones: the mountain belt, which separates the 
coast from the inland plains and plateaus, a region rich in timber and 
other forest products; the belt of the plains, where millions of cattle 
could graze and thrive; and the forest belt, a veritable storehouse of 
all the products of the forest, precious and dye woods, gums, resins, 
tonka beans, etc. The river system of Venezuela affords all the 
irrigation needed for the cultivation of the land, and also navigable 
waterways into the interior. The climate is healthful, the people 
hospitable, and the soil rich. 

The principal products of consumption and export are coffee, 
cocoa, sugar, corn, cattle, rubber, hides and skins, tobacco, balata, 
tonka beans, gold, copper ore, iron, asphalt and heron plumes. As 
there are no manufacturing industries, Venezuela is compelled to 
import cotton goods, machinery of all kinds, agricultural imple-. 
ments, kerosene, drugs, canned goods, wheat flour, lard, butter, etc. 

Venezuela has been called a land of revolutions, but this word 
does not mean the same in Venezuela as in the United States. Any 
movement of unrest, any mass meeting to protest against a govern- 
ment measure, any riot, any strike of railroad or street-car men or 
miners, is at once dignified by the cable or telegraphic messages by 
the name of revolution. It is the constant dread of these so-called 
revolutions and political unrest that has always prevented the 
entrance of foreign capital into the country, for fear of complications, 
loss of the money invested or lengthy and vexatious international 
claims, which, in the majority of cases, grow out of bad faith on the 
part of concession seekers. 

All fear of any such danger is at present unwarranted. Peace 
and prosperity seem to be assured in Venezuela; its foreign and 
domestic debts are being paid with promptness, and foreign claims 
against the country have all been settled without delay. Trade 
has not suffered as much as was expected at the beginning of the 
European war, and no moratorium has ever been resorted to. The 
customs receipts, which make up the bulk of national revenues, 
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have notably increased, and American trade with Venezuela is now 
in a flourishing condition. 

The peculiar topographic conditions of the country, its great 
area of fertile lands, its scanty population, have made certain phases 
of progress lag. Venezuelan railways and river shipping are pros- 
perous, but the country needs new industries, new capital to create 
or develop new necessities. The present administration, among 
other works of real benefit to the nation, has built excellent high- 
ways for automobiles connecting some of the principal centers of 
production with the home markets, in order to encourage traffic and 
agricultural development, since railroad building, because of the 
character of the country, is very expensive. 

The credit of Venezuela is today unimpeachable, its finances 
are in such excellent condition that it is one of the few countries 
that are not in any foreign market for a loan, and it has a surplus 
or reserve in gold amounting to about $50,000,000. 


MEXICO 


By James J. Suratny, M. E, E. E., 
New York City. 


Without considering present disturbed political conditions in 
Mexico which must be looked upon in the nature of evolutionary 
rather than revolutionary and which conditions will adjust them- 
selves as all cther political movements have cone elsewhere— 
Mexico, by reason of its geographical relation to the United States, 
must be considered as the logical heir over all other fields for Ameri- 
can enterprise, energy and capital. 

Mexico hes long enjoyed railroad advanteges. There are 
already seven gates into Mexico along the United States border, 
giving access to a net of over sixteen thousand miles of modern, 
railroad, penetiating into practically every state in the republic 
of Mexico—and built for the most part by American enterprise. 
This system of railroads enables, in normal times, an efficient inter- 
course between the United States and Mexico, on a scale and with a 
facility that no other Latin American country can ever hope to 
attain. ` 

This system of transportation is all the more efficient because 
of the fact that 90 per cent of it is of standard gauge construction. 
In normal times there may be seen, almost as far south as the Gusta- 
malan border, cars of the Canadian Pacific, Grard Trunk, Great 
Northern, and almost every other trunk line north of the Rio 
Grande. The Pullman Company operates its system throughout 
the republic, and normally, railroad traveling in Mexico is as rapid 
and comfortable as the traveling in the United States. 

Taking the Canadian, American and Mexican railroad sys- 
tems as a unit, what other territory of similar extent anywhere can 
compare in efficiency with this remarkable steel net? 


Tun RAILROAD SITUATION IN MEXICO 


The railroad situation in Mexico. is not generally understood. 
The National Reilways of Mexico, comprising about eight thousand 
miles, are Mexican only in name. It is true the government owns 
a trifle over 50 rer cent of the stock of said railway3. The govern- 
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ment, however, acquired this interest in the system by issuing its 
direct securities in the form of bonds, and which are guaranteed as 
to principle and interest, not by the physical property of the rail- 
ways, but by the direct obligation of the government the same as, 
any other national security. It may be further stated, that not one 
of these bonds so far as known is owned in Mexico either by the 
government or individually. The interest on these bonds as on all 
other government obligations has defaulted for over three years. 

Nearly every railroad in Mexico—whether National Rail- 
ways or otherwise—is a physical wreck from every point of view- 
Stations and freight yards everywhere have been burnt, blown up 
and wrecked, bridges and track ruthlessly dynamited, thousands of 
cars and locomotives utterly destroyed and untold damage caused 
in every conceivable way. Why, then, it may be asked, cannot the 
Mexican authorities urge the bondholders of the National Railways 
to foreclose on the property? 

This, however, cannot be done. There was embodied a clause 
in the railway laws covering the relation of government and rail- 
ways providing that if the government should at any time take over 
the possession and administration of the railways (as it has actually 
done for military and other reasons), the properties could not be 
returned without an indemnification equivalent to a yearly amount 
based on the average returns for the previous three years of opera- 
tion preceding the seizure, as well as the devolution of the property 
in the same physical condition it was in at the time of taking posses- 
sion of it. 

It happens that the three years prior to the seizure were the most 
prosperous in the history of the roads. The Mexican government 
not only has no money or means with which to repair and rehabili- 
tate the lines, but has absolutely no credit under present conditions 
to pledge. For these reasons the bondholders are in the peculiar 
position of being able to refuse to foreclose, and yet be ab- 
solutely guaranteed against loss, provided Mexico ever reéstablishes 
its credit. 

The representative bondholders of the National Lines are com- 
posed of syndicates whose status in international finances is such 
that, when the time arrives to discuss and arrange for the credit 
and rehabilitation of Mexico, they will have a very strong voice 
around the coyncil table. 
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Poririca, Commissions Can Do LITLE 


At this time there are commissions from the Urited States and 
Mexico in session for the purposes of first adjustirg international 
political misunderstandings (which for the purposes of this article 
need not concern us) and second of devising, if possible, ways and 
means for the finencing and rehabilitation of Mexico. 

The only wey that the United States as a netion. can bring 
about the second and most important of these requirements is by 
pledging ita credit, which in the first place would requ_re the sanction 
of our legislative 2ouses, which we can discount as being an exceed- 
ingly remote possibility. 

The only altarnative is to seek the help of financial interests. 
It can be taken for granted that no syndicate or group of bankers 
will consider any financing in Mexico, which will not have as a 
guarantee the systematic and complete rehabilitation 3f the National 
Railways of Mexico. This means, briefly, that the administration 
of the property must be turned over to such parties as the represen- > 
tative bondholders may appoint, and not to a purely Mexican ad- 
ministration. What the bondholders will demand, therefore, is 
practically a receivership without foreclosure,—the terms and con- 
ditions of which this article cannot treat. 

For these anc other reasons it is almost impossible to conceive 
of Mexico’s economical problems being solved by commissions of a 
purely political ckaracter in which representatives af industry are 
not even consulted. 

It is well to enphasize the fact here, that Mexico’s problems are 
purely economic and savor but slightly of the political. Despite 
opinion to the contrary, there is no longer revolution in Mexico- 
A revolution is an internal or family war, usually between two fac- 
tions, each upholding some certain principle. 


Tue Soursmen Pacirric or Mexico Rameoap 

There is one railroad system in Mexico that is little known, 
which, though 1,500 miles in extent, is not at present in any way 
correlated with the railroad net in the rest of the reprblic. 

This is the Southern Pacific of Mexico, extending ‘rom Nogales, 
Arizona to Tepic and paralleling the Gulf of Califcrnia and the 
Pacific Ocean. This recently constructed road has opened up some 
of the most beautiful country on this continent, whose development 
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and settlement cannot remain dormant when normal conditions are 
reëstablished. 

The west coast of Mexico as far south as Colima is literally 
at the foot of the Sierras and, for this reason, very little of its area 
is swampy or unfit for use. Little is heard of this garden spot, but 
acre for acre, it is no exaggeration to say, that minerally, as well as 
for cattle raising and farming purposes, it would be difficult to find 
an area as rich in potential possibilities elsewhere or a territory where 
as little would have to be invested to obtain a given return, as in 
this almost perfect sunny region, opened up by the courage, enter- 
prise and foresight of Harriman. If one half the capital and energy 
were to be expended on tke west coast of Mexico as there has been 
in California alone, the world-famed development and beauties of 
the latter would pale in comparison. 

In conclusion it may be said that the railroad situation in 
Mexico is such, on accourt of the peculiar conditions governing it, 
that it offers no immediate attractions from the new investor’s point 
of view. The possibilities on the other hand are unlimited, but it 
is probable that except to connect existing systems and to complete 
the Southern Pacific from Tepic to Guadalajara and possibly to the 
City of Mexico, that there will not be seen any new railroad devel- 
opment of importance for some years to come. 

While taking account of the railroad situation, it must not be 
forgotten, that Mexico with its triangular shape, the apex at the 
south and two sides bounded respectively by the Gulf of Mexico 
and the Pacific Ocean, hes an enormous coast line ideally situated 
with respect to the Atlantic, Gulf and Pacific coasts and ports of the 
United States. While in normal times both coasts hitherto have 
had excellent service not only with the United States but maybe even 
better with Europe, it is probable that this means of transportation 
will be greatly increased. 

The opening of the Fanam'a Canal has doubled and trebled the 
number of ships plying along the Mexican coasts—especially the 
Pacific. Mexico unfortunately, through no fault of its own, 
posseses hardly any natural harbors of commercial value, and no 
deep rivers. Artificial ports have, however, been constructed at 
enormous costs and which give ample protection and economical 
means of handling freight. In this respect the ports on the Gulf 
are not only more numerous but they are better equipped. 
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Mexican Resources Bur SLIGHTLY DEVELOPED 


Regardless of the fact that there are invested in Mexico over 
two billions of dollars of foreign capital, of which the United States 
(despite official assertions to the contrary) is second in the list of 
subscribers, the resources of Mexico, whether mineral, agricultural 
or commercial, have hardly been touched. 

The oil fielde of Mexico, probably the most extensive in the 
world, cover practically the entire Gulf region of the country. 
Millions of dollars have been profitably invested in this industry, 
and the largest individual wells in the world are here situated. 

Figures of the Geological Survey prove the atove assertion, 
and it is a remarkable fact, that though the world’s output of petro- 
leum during the Jast vear was the greatest in the history of the 
industry by over twenty million barrels—and despite the abnormal 
conditions in Mexico, this country was, nevertheless, third on the 
list of producers with close to thirty-three million barrels, and this 
amount would have been greater if tank ships had Leen available. 
It is an interesting fact not generally known, that the British Navy 
has depended during this war to a great extent for its oil supplies, 
on the oil fields of Mexico. 

Enormous as this oil area is, its development has hardly com- 
menced. As an indication of the inexhaustible nature of its wells, 
it can be stated that wells in the region from Tampico to Tuxpam— 
some of which havea been flowing for years, and are the largest in the 
world—are giving as great an output as when “brought in” with 
apparently no diminution in sight. . 

The Californis and Yukon gold rushes do not begin to compare 
in importance or magnitude with the wealth being oroduced and 
” the development taking place, even in these turbulent times, in the 
Mexican ‘oil fields. Only present disturbed conditicns obscure it 
from more general attention and sensational notice. 


Rich MINERAL Dxuposits - 


For its area, Mexico is without a doubt the rishest mineral 
country in the world, of which gold, silver, iron, copper, lead, zine 
and antimony head the long list. Its mines worked in primitive 
ways yielded millions since before the time of Cortez Even now, 
mineral deposits without ownership are to be founc throughout, 
which in the United States would be considered valuafle, but which, 
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forflack of transportation facilities and because of other deposits of 
superior value surrounding them, at present remain unclaimed. 

The immensity of Mexico’s silver output hitherto can better 
be understood when it is realized that one-third of all the silver in 
the world at present in use has come from its mines. The gold 
production is almost as great in value. The coal and iron deposits 
of which latter there are Lterally mountains in the northern part 
of Mexico are exceeded probably only by the deposits in the United 
States and China. Mexico is truly the El Dorado of mineral wealth! 

Mexico enjoys among its other attributes, every climate con- 
ceivable, from tropical to arctic due to the varied altitude of its 
terrain, ranging from sea level to heights of eighteen thousand feet. 
Is it any wonder then that within its borders are found coffee, 
vanilla, precious woods of every kind, fruits of every description, 
hemp, cotton and in fact most every product depending on varied 
climatic condition till the pines and the tractless regions of eternal 
snows are reached! 

It is of interest to know that many sections of railroad in 
Mexico have ties of mahogany and ebony, and that miles of track 
are ballasted with silver ore—valuable now, but too costly to work 
by old processes. Houses are beamed and constructed with these 
precious woods and mines are similarly timbered! It is truly a 
nation capable of self support as no other country in the world. 


COMMERCIAL POSSIBILITIES 

Pages may be written about commercial possibilities. Mexico 
has always imported practically every manufactured product she 
uses even to the majority of manufactured cotton, although she 
raises quantities of this staple and for some time has possessed very 
modern cotton factories. 

In connection with cotton it is worthy of note that whereas 
prior to the conquest Mexico was producing nearly one hundred 
and twenty million pounds, since about 1882 when the industry was 
revived (after being completely destroyed by the Spaniards), the 
production has never been much in excess of fifty million pounds— 
an amount entirely inadequate to the needs of the country. 

Food products, including such important staples as corn 
and wheat, have likewise always been imported in enormous 
quantities. , 
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It is a remarkable fact to contemplate and wh:ch goes to em- 
phasize the extraordinary potential possibilities af the country, 
that the fiscal year ended in June disclosed the fact that the trade 
returns between the United States and Mexico were the greatest in 
the history of Mexico, surpassing any previous record even during 
boom times preceding the present troubles. 

The United States’ imports from Mexico for the fiscal year 
were close to the colossal figure of $100,000,000, whil= the exports of 
this country to Mexico were close to $50,000,000. The figures for 
our imports from Mexico establish a record, but our exports were 
much below the average of normal times. To further accentuate 
these remarkable facts it is well to draw attention to the fact that 
the above figures on importations do not include those of the precious 
metals which if taken into account would further increase the 
remarkable record of the year. 


MILITARY PROBLEMS 


One oi the greatest problems for solution—equalled in impor- 
tance only by the adjustment of claims and the rehabilitation of 
transportation lines—is going to be the redemption of the present 
innumerable issues of paper currency, issued arbitrarily and in un- 
limited amounts. An approximate estimate is probably about 
$750,000,000. Mexico has reached a point of development, and 
its international obligations and commerce are such, that it must, for 
its prosperity and economical purposes, maintain a metallic basis. 
This metalic basis was created by law, and conditiors would under 
no circumstances permit its abrogation. Its operation, therefore, 
will return with the adjustment of affairs. 

The nullification of the present fiat currency should not present 
a very serious economic problem, for the reason that it has not 
(except for immediate urgent purposes) been accepted by legitimate 
business, and when so accepted has in most cases been almost 
immediately converted. Internal commerce has been almost com- 
pletely paralyzed and external commerce has been at all times on 
a gold standard. The fiat currency has been used in most cases for 
military purposes, to pay off compulsory military services, military 
requirements and supplies, and may well be defined as “military 
currency.” 

Making a drastic statement of it, it may be saic that the arbi- 
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trary and summary cancellation of all existing paper issues (other 
than bank notes which existed prior to the governmental issues of 
recent years) would likely work no national and probably very little 
personal hardship. 

The justification for any step which would create as quickly 
as possible a metallic currency is better understood if it is borne in 
mind that the great majority of investments of an industrial nature 
in Mexico, including the railroads, have been made by foreigners 
and that the investment of this capital has been on a gold basis. 
Such of these industries as are bonded are likewise bonded on a gold 
basis, and the absurdity of receiving revenues in paper currency not 
backed metallically, and having to meet obligations and pay interest 
on a gold basis, is at once evident, and hence no semblance of sta- 
bility can exist till this problem is successfully met. Just what 
form this elimination will take and by what means it can be brought 
about, only future developments can decide. 


EUROPEAN INTERESTS IN MEXICO 
Europe, . despite its handicap of distance as compared with 
the United States, has consistently retained much of the commerce 
of Mexico which logically belongs to this country. Many reasons 
may be advanced to explain this. Briefly, however, the principal 
contributing cause has been the lack of American banking facilities 
as compared with those dominated by European influence. In fact 
no comparison can be made because there are no American banks 
with which to make a comparison. It can truly be said that the 
banking business in Mexico is entirely in the hands of Europeans. 
Apart from some purely local state institutions, there are no banks 
in Mexico capitalized, owned or conducted by Mexicans. 
The great pillars of finance and credit in Mexico, such as the 
National Bank of Mexico and the Bank of London and Mexico, 
` were capitalized and have always been controlled in Europe and 
are managed and directed by Europeans. The two leading banks 
of Canada, t.e., the Bank of Montreal and the Canadian Bank of 
Commerce have each branches in Mexico. On the other hand, 
there is not a single American controlled banking institution doing 
nternational business in the whole of Mexico! 
Mexico—like other Latin American countries whose initial 
progress has beén due to European enterprise—has been accustomed 
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to obtain its credit in Europe in customary European ways. While 
present world events may tend to modify these conditions somewhat, 
we, as & nation, through our institutions of credit, must meet our 
would-be commercial partners half way, and not, a3 heretofore, in 
somewhat arbitrary, style. We must, in other words, study their 
problems and conditions. Mexico must likewise adjust itself to 
the new conditions as other nations—and indeed the world at large 
—is doing. 

A “Short Term Obligation” in Latin America prior to the war 
was a thing unknown. This class of obligation, however, has been 
found the only practical one to use by the peculiar conditions pre- 
vailing in the United States, for the reason, that the American in- 
vestor has not hitherto had either the desire or the necessity to 
invest in foreign securities or look to foreign fields ror investment, 
and it is not to be expected that he would take kindly to long term 
obligations abroad. 

But even in this country we are undergoing an ir.dustrial evolu- 
tion of which most of us are hardly conscious and will not realize 
till we waken up to find it. While isolated cases may be shown, it 
can truly be stated that, as a nation, we had never, up to two years 
ago, acted as bankers for the world. Inside of this time, however, 
we have loaned abroad close to a billion dollars—not a dollar of 
which has been other than in the form of a short term issue. 

Mexico, like many other countries, is not a banker nation and has 
little money or capital to develop its resources, but it aas the equiva- 
lent—and in almost unlimited amounts—.e., realizable assets, the 
foundation of sound credit. 


PLANS FOR THE FUTURE 

Great enterprises are already planned to be carried out as soon 
as a readjustment takes place. These include the rebuilding and 
building of railroads, construction of ports and harbors, erection 
of great irrigation systems and great commercial enterprises, in- 
cluding the construction of colossal hydro-electric systems, the 
opening up of great bodies of ore, the erection of large manufactur” 
ing enterprises of all kinds, ete. 
“The keynote of our successful commercial concuest, not only 
in Mexico but throughout Latin America, will be our willingness 
and ability to absorb the public securities of these countries when 
they are soundly created and to construct and develop the above 
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mentioned enterprises. Their education by Europeans has been 
along these lines, and we must endeavor as far as possible to follow 
until in the process of time we can undertake and carry on a method 
of our own. 

In the larger undertakings involving great investments of 
capital, it is not compatible with the best results to encourage too 

. much competition. Here sgain we can profitably learn from our 
European cousins. Restraint of trade should not be tolerated, but 
neither should cut-throat competition prevail. Circumstances 
alter cases, and as the foreign fields present different problems, so 
we should devise a different method of solution. 

Such undertakings as the Trans-Andean Railroad, the Trans- 
Isthmian Railroad at Teheuntepec in Mexico, the sanitation and 
harbor improvements at Vera Cruz and the improvements being 
undertaken in Valparaiso, Chile, at an approximate expenditure of 
$15,000,000 have all been undertaken and carried out with con-. 
structive coöperation rather than with destructive competition, 
thereby assuring efficiency and permanency in pioneer fields. 


GENERAL CONCLUSIONS 


It may, therefore, be stated in conclusion that, eliminating 
present political conditions in Mexico as being transitory and to be 
followed by a long and permanent peace, Mexico must no longer be 
looked upon as a country of pioneer conditions. The network of 
railroads covering the country from the United States border to 
Guatemala and the Gulf ta the Pacific as well as its adequate arti- 
ficial harbors, highly developed hydro-electric systems, modern 
municipal improvements, its splendidly and modernly equipped 
and operated mines and smelters for gold, silver, lead, copper, zinc, 
iron, etc., are all indications that the path is blazed and even paved. 
There is needed only the establishment of large and sound American 
international banks, similar to those splendid and solid British 
institutions found througkout South America, which are the solid 
foundations of British domination in commercial lines throughout 
the world. 

The policy of such institutions, while conservative, should be 
judiciously liberal to mees the requirements of the situation, and 
should not merely furnish a medium of exchange or act as commercia] 
“ pawnshops.” We must in the great development of those çoun- 
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tries, most of which must be done primarily through codperation 
with their governments, learn to absorb their securities under 
certain guarantees as they are issued and to create industry and 
improvements thereby augmenting the security as well as the 
revenue. 

Hitherto the tendency in the United States has been to look 
upon the would-be investor in Latin America, a3 an adventurer 
rather than as = practical business man. He is, however, far from 
deserving this stigma, any more than such pioneers as Harriman, 
Hill and others. The strength of the British Empire, as demon- 
strated in this present European War, is the direct result of its 
investments and commerce abroad. Great Britain has invested 
in Brazil about $750,000,000, in Argentine about $1,500,000,000, 
in Chile about $325,000,000, and in other countries in proportion. 
The mobilization of her resources during this war has clearly demon- 
strated the power of foreign investments when effected along sound 
lines. 

Mexico, mcre than any other country, is literally beckoning 
us to aid her and incidentally to profit by it. Are we going to take 
advantage of the opportunity or are we going to let some one else 
usurp our right? í 


RUSSIA’S FUTURE NEEDS FOR CAPITAL 


By Samost McRoszrts, 
Vice President, National City Bank, New York City. 


No individual or collection of individuals can undergo & great 
test of strength and come out of it the same as before the ordeal. If 
the draft upon the vitality is too great, the result is a lower order of 
life, or even death. On the other hand, if there is sufficient strength 
to successfully meet the crisis, the contest brings added physical 
ability and a quickened spirit. The great war in Europe has set all 
minds to considering the effect upon civilization, and the utility, if 
there is any, of war in the abstract. Whether it is an unmitigated 
evil, to be borne as one of the defects in human affairs, or an evil that 
must be endured that good may result, is a question that will con- 
tinue to be debated. When we see the high civilization of England 
being cut down from the top, or Germany’s peaceful conquest of the 
world abandoned for a military conquest, war takes on the aspect of 
disease and a menace to the constructive forces of civilization. 
When we turn to the case of Russia, the matter is not so clear. 
Dean Swift once said, in reference to his critics, that unless the asses 
ate off the ground leaves of certain plants, they would never grow 
tall, and certainly Russia has had a tendency to sprawl. Occupying 
one-seventh of the land of the globe, she includes a wide diversity of 
people, and is not entirely a homogeneous nation. National spirit 
has been lacking, her circulation has been slow. Individualism and 
personal initiative in the great mass of her population have been at 
alow ebb. It is idle to attribute this condition to the character of 
its government, for no government has failed to reflect the status 
of its people for any great length of time. This internal condition of 
Russia has been improving, very rapidly so during the last ten years, 
but the effects already observable seem to indicate that the war is 
going to accomplish for Russia within the few years of its duration 
what would have ordinarily required many years. Already the 
greatest social evil in Russia, drunkenness, has disappeared, with 
startling effect upon the economic and moral status of the people. 
The Russians are united in this titanic struggle, and a genuine 
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national spirit is in evidence. Old customs are being broken up, 
and a new experience brought to every individual in the Empire. 
No final judgment can be formed at this time, but it would appear 
that the quickening of the spirit of Russia may eventually be con- 
sidered worth its terrible cost. 


i Russia’s PROBLEM IN FINANCING TEH WAR 


In 1914, at the commencement of the war, Russia had a rapidly 
increasing foreign trade, which produced a credit balance for 
meeting the service of her foreign loans. Her publie debt was 
decreasing, and was largely offset by revenue-producing property 
owned by the state. Direct taxation throughout the Empire was 
declining year by year. The financial position was sound. 
The government debt, considered on a per capita basis, was the 
lowest of any European country, and if considerec in relation to its 
natural resources, presented an even more favorable comparison. 
This advantageous financial position and the latent wealth of her 
resources did not save Russia, however, from the severest possible 
difficulties in financing the war. Internal loana were promptly 
forthcoming for internal needs, which were the greater part of the 
demands of the war, but her ports were closed and commercial inter- 
course with the world practically cut off. Not being able to export 
goods, and not owning foreign securities, Russia found herself prac- 
tically without foreign resources. The unprecedented character of 
the war imperatively demanded huge expenditu-es of materials, 
which her own manufacturers were unable to supply, even if the raw 
products could be obtained within her own borders The enormous 
depreciation of the rouble exchange, inevitable under these circum- 
stances, intensified the difficulties in many ways. The situation 
could be met only by foreign loans. Russia and the basis of her 
credit were little known or understood in the United States, and 
therefore her requirements have been financed by England as a war 
measure, excepting negligible amounts furnished by this country 
and Japan. It thus turned out that the one country in Europe best 
able to stand the strain of a great war, both as regards men and 
natural resources, was for its immediate needs in tle weakest finan- 
cial position. This has all made a deep impression ia Russia. What 
individual economists and thoughtful business men have been think- 
ing and saying has suddenly become the conviction of the entire 
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country. The people are united in the purpose to develop, com- 
pletely and as rapidly as possible, the natural resources of their 
country. ` 

The publie debt has increased from $4,500,000,000 in 1914 to 
about $12,000,000,000 at the present time, and the annual debt 
charge from $218,000,000 to about $600,000,000. These figures will 
continue to increase until the end of the war. Russia faces the 
necessity of raising immensely greater revenues than she had ever 
contemplated as necessary. To do this the wealth of the nation 
must be rapidly increased, and the ability of the individual to pay 
taxes, greatly augmented. 

These three factors in the Russian situation—the quickening of 
the Russian spirit, the realization of the economic follies of the past 
and the importance of ccmmercial and financial independence, and 
the spur of necessity—are combining to bring about a great program 
of development throughout the Empire. It is everywhere being dis- 
cussed and advocated where thoughtful Russians congregate. It is 
presented in the reports of the ministers, made the topic of speeches 
in the Council of the Empire and the Duma, and is a recurring sub- 
ject in the daily press. The government has announced that it 
receives almcst daily from all parts of Russia, from members of the 
legislature, from noblemen, priests, peasants, civil service employes, 
officers, merchants, physicians, lawyers, workers, etc., suggestions as 
to how Russia should solve her financial problems after the war and 
that all these suggestions breathe lofty patriotism and faith in the 
strength and splendid future of the country. Plainly the signifi- 
cance of industrial development for the future of the country is felt 
and appreciated everywhere throughout Russia. 


Tan EXTENT AND Importance OF Her NATURAL RESOURCES 


The basis, in the way of natural resources, for Russia’s economic 
development is very broad. The population is officially stated to be 
174,000,000, the largest of any country, except China and India, with 
a normal increase of about 3,000,000 per year. The land area is 
four times the area of Europe and about three times the area of the 
United States and includes every variety of territory, from the 
highest mountain ranges to the most fertile of alluvial plains. The 
climate ranges from arctic to the semi-tropical of Turkestan, Trans- 
Caucasia and the Crimea. The country can produce within its own 
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area all the essentials to modern civilization. For agriculture, it has 
the most extensive acreage of first-class farm land anywhere found 
on the globe. It has about fifty per cent of the timber north of the 
equator. It has large known deposits of iron, mangenese, coal, oil, 
copper, platinum, gold and silver; while minerals oi lesser impor- 
tance, such as asbestos, graphite, lead, mercury, salt, tin and zine, 
are being produced. Eighty-five per cent of the population live in 
the country. The remaining 15 per cent make up the population of 
the cities, of which there areover twohundred inthe Empire. Sixty- 
five of these cities have a population of over fifty thousand, and 
twenty-four a population in excess of one hundred thousand. One 
hundred and fifty-three million of the 174,000,000 inhabitants live 
in Russia in Europe, which in area is only one-sixth cf the Empire. 
Twenty-one million occupy Siberia and Central: Asia. Siberia, 
more than one-half of the Empire, has only ten mill.on of people. 
In many ways Russia, today, presents an enlarged picture of the 
United States at the close of the Civil War, with its pcpulation then 
occupying the territory east of the Mississippi River, and with a 
great unoccupied and undeveloped public domain [ying beyond. 
Just as the United States then turned to the development of its 
public lands and mineral deposits in the West, and to the organiza- 
tion of industries in the East, Russia is now taking stock of her great 
timber resources, her fertile unoccupied lands, the hidden treasures 
of her mountain ranges, and turning her attention to the organization 
` of industries in her more thickly populated sections, fcr only in this 
way can she produce the greatly increased wealth which will be neces- 
sary to enable her to meet her war obligations and give her an in- 
creasingly greater position in world affairs. The incr2ase of grain 
production by the opening up of new farms and more intensive culti- 
vation, will require capital, but not more than the surplus wealth of 
the present agriculture will supply. The basis for thie extension is 
made apparent by the fact that in 1913 Russia planted to cereals 
alone over 215,000,000 acres. Of this, 82,600,000 acres were planted 
in wheat, yielding 1,024,000,000 bushels. The aversge yield for 
winter wheat was 15% bushels per acre, and for spring wheat 11} 
bushels per acre. This was a good year in Russia, and might be 
compared with the same year in the United States, when there were 
planted 49,601,000 acres, producing 15.2 bushels per acre, or a total 
‘of 753,000,000 bushels. 
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These figures demonstrate that there are ample financial 
resources for the extensicn of Russia’s agriculture, such as the 
opening up of new territory, the improving of live-stock, the plant- 
ing of orchards, the developing of fertilizers, and all those things 
directly incidental to a larger acreage and more scientific cultiva- 
tion; but there are incidensal tasks which will require large units of 
capital that cannot be taxen directly from the agricultural com- 
munity. The country has insufficient facilities for the economical 
transportation and storage of grain; and up to the present time the 
losses from this source hava been on a tremendous scale. However, 
at the outbreak of the war the government had under way a con- 
struction-program for eighty-one elevators, of a capacity of 34,860,- 
000 bushels; and an additional program of seventy-seven elevators, 
with a capacity of 37,650,000 bushels, has been agreed upon and 
authorized. But even as now planned, the elevator system is by no 
means adequate, and the whole system of grain handling and trans- 
portation will need radical reformation. 


Corron Frzirs AND Meat Propucts 


Russia today is prod cing in Central Asia more than two-thirds 
of the cotton required by Russian spindles. To grow her total 
requirement, and develop an export industry, necessitates the exten- 
sion of the irrigated territory in Turkestan. The climate, soil and 
water are there, and even the engineering has been done to a large 
extent, so that all that will be required to make Russia independent 
of foreign production will be capital for the extension of an existing 
and successful industry. Even when this is accomplished, the need 
for capital will be only increased, as Russia will occupy a geographi- 
cally favorable position for supplying the great cotton textile 
demands of Central Asia and if sufficient cotton can be produced, 
there is no economic reason why her textile industry should not be 
correspondingly extended. This reasoning applies also to the other 
textiles. Today large quantities of flax and wool are exported in the 
raw state. To convert tke export-of these raw materials into manu- 
factured products will eventually call for large expenditures. 

The Crimea, the Ceucasus and Turkestan are in every way 
adapted for the growing of all kinds of fruits, but the fruit industry 
cannot be extended and zhe products marketed without the estab- 
lishment of refrigeration service, which is today practically non- 
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existent in Russia. This would also apply to the dairy and poultry 
industries of Siberia. The raising of food animals :s an important 
activity throughout the Empire; and Russia has more sheep and 
goats than the United States, nearly as many cattle, and about one- 
fourth as many hogs. Recently much attention is being given to 
scientific breeding, and some progress has been mad» in feeding for 
food results, but there is no organization of the industry beyond the 
farms. Australia can put mutton on the market in Russia cheaper 
than the home-grown product can be obtained, because in Russia 
all animals are sent as live freight to the point of slaughter; the 
economies from centralized slaughtering plants snd the hand- 
ling of the dressed product under cold storage havinz not been yet 
introduced. 


OPPORTUNITIES IN LumBERING AND Mrrine 


Russia is practically the only country in Europe having aX 
excess of timber over and above its own requirements. While 
Sweden, Norway and Austria-Hungary still have a surplus; of 
recent years it has become so small as to be almost negligible. 
Russia is the great timber reserve of Europe, and while in 1913 
she exported timber to the amount of $84,000,000, she still has 
not begun to realize upon the possibilities in her timbar trade. The 
Englishman’s definition to the effect that timber was “an excres- 
cence growing upon the earth, chiefly useful for paying off the debts 
of one’s ancestors,” will be particularly applicable to the Russian 
forests. The demand for timber in Europe following the war must 
necessarily be greatly in excess of normal. It is steted that after 
the earthquake in Messina, in 1913, Italy’s timber import increased 
22 per cent over the average for the previous five years. If this is 
any indication, Russia will have a wonderful opportunity to realize 
the latent wealth of its forests. This will mean an enormous outlay 
of capital for the building of railroads, port facilities, steamships, 
sawmills, pulp mills, and all of those things incidenta. to the manu- 
facture and transportation of timber products. 

Russia has already taken steps to attract foreign capital to the 
mining industry, by reforming its taxation laws and zranting more 
liberal concessions, and by facilitating, as well as grenting govern- 
ment aid to, the importation of improved mining mathinery. She 
will necessarily continue to stimulate in every way tae production 
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of gold and the other precious metals. Her known copper deposits 
make her practically independent of international production, and 
the best authorities agree tiat her mineral fields have not begun 
to be exploited. 


Tun Nemen ror Morn RAILWAYS 


One of the chief essentials underlying the whole problem of 
economic progress and realization of national energy and labor is 
the expansion of the railway net of Russia. An adequate railway 
system is absolutely indispensable for bringing out the natural 
resources of any country, and the extension of the railway system 
of Russia cannot be economically accomplished without a full 
development of her metallurgic industries. Even before the war 
there was a growing feeling in Russia that her railway system wes 
not commensurate to the economic needs of the country; and since 
that time this has become too self-evident to be questioned. The 
total railroad mileage in Russia is 47,000 miles. An idea of what 
this means, in the way of unserved territory, can be obtained by 
comparing it to the railwey mileage of the United States, which 
country, while only one-third as large, has 260,000 miles of road. 
This means that Russia, on the basis of square miles, has only 5 per 
cent, and on the basis of papulation, only 10 pez cent, of the railway 
mileage of the United Stazes. This has been fully discussed, and 
its importance understood, in Russia; and it seems to be considered 
as the initial problem to confront the country at the close of the war. 
The government commission has already examined and sanctioned 
the building of a total of 16,776 versts, at an estimated cost of 
1,466,000,000 roubles, and at the beginning of the present year this 
program was further enlarged by the sanctioning of an additional 
3,000 versts, at a cost of 266,000,000 roubles. So the country is 
already officially pledged to the construction of about 20,000 versts, 
or 13,333 miles, while prcjects are under consideration for official 
action that will bring this up to about 17,000 miles, at an estimated 
cost of over a billion dollars. 

It is the declared purpose of the government, provided capital 
can be obtained from th2 international money markets, to enter 
upon a policy of construction that would produce approximately 
5,000 miles per year. It is highly improbable that any such exten- 
sive program gan be carried out, with the result that only those 
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projects presenting the most attractive opportunities to capital 
will be taken up. What this means to the steel icdustry in Russia 
is apparent when we consider that each mile of road requires approx- 
imately two hundred tons of metal. Furthermore, the existing 
railroads, while well constructed, are designed to Dear only a light 
unit of transportation. With long hauls and heavy traffic, Russia 
is being forced to the large unit of transportation adopted in this 
country, which will require re-laying the existing roads with heavier 
rails and the strengthening of all right-of-way strictures. It will 
be prohibitively expensive for Russia to import railway metal, 
owing to the high cost of transportation, therefore the pace of her 
railway development will be determined not only by the readiness 
with which capical is obtained, but by the extent and speed of the 
enlargement of the steel industry. The country is fairly well sup- 
plied with coal, and it has iron ore in very great abundance. At 
the present time the development of both coal and iron is by unre- 
lated and comparatively small units; adequate and economical 
results will not 5e obtained until the whole induszry is organized 
along comprehensive lines and the raw materials linked together by 
special transportation facilities. 


Tan STEEL AND Coat INDUSTRIES 


In addition to soft coal, which Russia is seeking to conserve for 
the steel industry, the largest anthracite deposits in Europe are 
located in European Russia. The production of anthracite has 
been comparatively small. During the year ending July, 1914, 
the output was cnly about five million tons, although there was a 
shortage of fuel as Moscow, but 650 miles distant. The production 
of these coal fields has been by one-shaft mines, by small companies. 
There is no resident mining population, the work, being done almost 
entirely by farmers coming to the mines at the season of the year 
when they are not. employed upon their farms. As a result the cost 
of producing anthracite is about twice what it is in this country. 
The government has recently adopted the policy of conserving soft 
coal for the steel industries, and to that end has msde regulations 
requiring the use cf anthracite for all industrial boilera and railroads, 
after a certain date. This will greatly stimulate the use of anthra- 
cite and necessitate the placing of the mining upon a more compre- 
hensive and econamical basis. ° 
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The foregoing are simply isolated illustrations of the needs for 
capital in Russia. There are other important ones, such as hydro- 
electric development, municipal and interurban transportation, 
harbor works, canals and ship-building, and possibly still more 
important is the additional general working capital necessary to 
finance the incidental commarce and trade that is a part of a great 
progressive movement. 


THe New Russia 


Whether this program cf industrial development will be under- 
taken or carried out, of course, depends primarily upon the temper- 
ament and capacity of the Russians themselves. It might be said 
that, being to some extent Oriental, they do not have the same atti- 
tude towards business as do Americans or other Europeans; that 
the status of the laws, their adherence to communal practices, and 
the restrictions upon individual activity, will be insurmountable 
barriers. This is not borne out by observation in, Russia under the 
present conditions. They are a far-North people, and have the 
characteristic vigor and activity of all European races. They are 
breaking up community of ownership and getting away from the 
socialistic doctrines that we in this country are reacting to from 
a too intense individualism. While the citizens of all countries 
are very much prone to look upon themselves as different from, 
and incidentally better than, the people of other lands, the real fact 
remains that all peoples are essentially the same and respond in 
similar manner to physical and ethical influences. The conditions 
in Russia are much the same as those that preceded the great in- 
dustrial rise in this country, and for the same reasons that it occurred 
here, we may confidently expect an era of individualism and mate- 
rialism to be inaugurated in Russia. 


CANADIAN CAPITAL REQUIREMENTS 


By O. D. SKELTON, 
Professor of Economics, Queen’s University, Kingsion, Ontario. 


With half a continent held in trust, its resources little known 
and less developed, Canada must for many a yeer be a seeker of 
capital. In thə past fifteen years it has absorbed four or five 
billions in railroad construction, in developing mine, forest and 
farm, in securing adequate manufacturing equipment, and in the 
municipal expansion required to serve the needs of the rapidly 
growing cities. Today, in addition to a more moderate rate of 
expenditure upon these objects, the Dominion nas to meet its 
heavy share of the cost of a great war, and to finanze the munitions 
manufacturing which has taken first place among its industries. 
Tomorrow, the need will continue for capital, to fund the short-term 
borrowings of the war period, to finance the railway reorganization 
which is inevitable, and to continue the normal industrial develop- 
ment. 

In the past, Canada sought the capital required from three 
sources—the United Kingdom, the United States and in the 
Dominion itself. French, Dutch and German investors supplied 
a steadily increasing amount of capital before the war, but it made 
up a very smal. fraction of the whole. It is in the English- 
speaking world that Canada has found her capital in the past and 
must for the most part find it in the future. 


GROWTH OF CANADIAN BORROWING 


Until the war, the United Kingdom was Canade’s chief banker. 
The interest of British investors in Canada had been a comparatively 
recent development. It is true that it was largely British capital 
which built the Grand Trunk and to a less extent the Canadian 
Pacific, that many an early Canadian mining venture found trusting 
investors in London, and that the federal and the prcvincial govern- 
ments went to the same market for their borrowings. Yet until 
1900 the total thus borrowed was not great. The United States 
Australia and the Argentine far outranked Canada jn British favor. 
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Then came the opening of the West, the newly quickened confidence 
of Canadians themselves in their own country, and the immigration 
of hundreds of thousands of United States farmers. The en- 
thusiasm proved contagious, and British purse strings were loosened, 
until Canada took first place among Britain’s outside fields of 
investment. At the end of 1910, according to the London stock 
exchange totals, compiled by the Economist, Canada had out- 
ranked all other parts of the Empire, attaining a total of £365,000,- 
000; the three and a half years which followed, to the outbreak of 
the war, added £190,000,000 to this amount. In 1913 these 
borrowings reached their maximum. In that year, according to 
The Statist’s compilation, Canadian flotations in London amounted 
to £47,000,000 out of a total of £245,000,000 capital subscriptions 
made in the United Kingdom, or nearly one-fifth of the whole. 
This movement continued to the very eve of the war: in the first 
six months of 1914 over £37,000,000 British capital found the 
same outlet. Including capital not listed on the London exchange, 
the total amount of Canadian borrowings from Britain was estimated 
at this time, by Sir Frederick Williams-Taylor of the Bank of 
Montreal, to be approximately $2,500,000,000. 

The chief rôle of the British investor has been to finance the 
constructions of the two new transcontinental railways, either by 
direct loan, or by loan to the governments which built or subsidized 
them or guaranteed their bonds. A surprisingly small, if latterly 
increasing, fraction of the British capital went into industrial 
development. z 


UNITED States INVESTMENTS IN CANADA 


With the United States, the case was quite otherwise. The 
total amount of American capital invested before the war was only 
about one-fourth of the British supply. To a still greater extent 
than in the case of the United Kingdom this investment was a very 


1Lonpon Stoox Excuanes Orrioran List, Dac. 28, 1910 
(Mining and Rubber Flotations as Given in Mathteson’s Lists) 


Dominion of Canada. w ao wee wk cee eee £365,368,800 
India and Ceylon.. . 0. 0) ek kee ee ee 350,758,200 
Australasia.. 2200. ee eee 327,000,600 
South Africa er or - ee) 4 nee = 256,608,200 
Other parts of the British Empire s ; aA he sete 102,827,800 


£1,402,558,600 


a 
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recent development. The distinguishing feature, however, was 
the preference of American investors for induszrial rather than 
railroad or government issues. In other words, the United States 
investor was seeking profits, the British investor interest. Tho 
United States investor put his money into factories, timber limits, 
mines, land deals, keeping control, taking the risks and taking 
the profits or losses. The British investor bought the bonds of the 
governments or of railways controlled (except, to a lessening extent, 
the Grand Trunk) in Canada. : 

Careful, detailed and authoritative summaries of United States 
investments in Canada have been compiled by Fred W. Field. for 
the Monetary Times. These estimates show how recent and rapid 
has been the growth of American interest in Canadian opportunities. 
The latest estimate, given in somewhat greater detail, shows the 
overwhelming industrial and speculative character of these invest- 
ments, up to 1914. 


ESTIMATS or UNITED States Investments IN ŪANADA 
{Monetary Times Annual, 1914) 


1909..... E a eaca ana loeean a E cache N T $279,076,000 
Loia eee eee tierce et eae Seed nh cen 417,143,221 
1013 oi Verona aa cat musta Acca ED ASETE EREE That 636,903,952 


Following is a summary of United States investments in 
Canada in 1913: 


Summary OF UNITED States INVESTMENTS IN Carana, 1913 


450 branch companies, with average investment of $300,000. .... $135,000,000 
Investments in British Columbia mills and timber........-.... 70,000,000 
Investments in British Columbia mines..............0 creeren 62,000,000 
Land deals in prairie provinces... 0... 6... cece ec eee cee ene 40,000,000 
Investments in lumber and mines, prairie provinces.......-.... 10,560,000 
Theatrical enterprises... 6... ck ccc cee eee eee eee eees 3,000,000 
Packing planta... .. 0.00.0 -- ccc e eee eee cee cece e ee eneceean 6,750,000 
Agricultural implements distributing houses.................4- 9,255,000 
Land deals, British Columbia.. ....... 2... e sec e eee eee ee eee 60,000,000 
Investments of United States life and fire insurance companies... 67,831,497 
Miscellaneous industrial Investments... 2.6.2.0... ee eee ee eee eee 12,225,000 
Purchase of city and town property... . 0... cece cece eee ween eee 20,725.000 
Investments in the Maritime Provinces.............00000e-00+ 13,125,000 
Fox farm investments, Prince Edward Island.............. -.- 1,000,000 
Purchase of government, municipal and corporation bonds, 1805- 

1913) AEE eho eauaiee dered N Uvdainweaen ene 123,742,455 


Total cb 505 beds Se ains 0 ba eG on te Sales bees wae Ole’ © ... $636,003,952 
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Especially significant is the list of branch manufacturing 
establishments, covering agricultural implements, motor-cars, 
typewriters, hardware, scales, cash registers, brass goods, cereals, 
tobacco and scores of other commodities. Usually these establish- 
ments began as distributing or assembling branches, and later 
expanded into full-fledged factories 


Foriegn TRADE OF CANADA 


In connection with the capital investments of the United 
Kingdom and the United States, in Canada, it is important to 
recall the Dominion’s trade relations with the same countries. 
In brief, Canada found its chief market in the United Kingdom, 
and did its buying chiefly in the United States. In the last fiscal 
year before the war, the year ending March 31, 1914, the United 
Kingdom took 50 per cent of Canadian exports, the United States 
37 per cent and other countries 13 per cent. Of the imports of 
Canada, on the other hand, the United Kingdom provided only 21 
per cent, the United States 64 per cent and other countries 15 
per cent. The figures for the preceding decade reveal substantially 
the same relations. - 


TMPORTS or CANADA FOR Home CONSUMPTION EXPORTS OF MERCHANDISE, 
TAÐ Propuce OF CANADA 


(In mUhons of dollars) (In millions of dollars) 

Fiscal Other er 

Year From—U.K U8 Countnes Total To—UK. U.S Countres Total 
M908. rense pisaa 60 152 39 251 97 70 23 190 
T9066: 0 Sec cciveiens ; 89 169 45 283 127 84 24 235 
1907 (9 mos.)....... 64 148 37 249 99 62 19 180 
TIOR oo° Sates tines 94 204 53 351 126 91 30 247 
L900. saiora a eu 71 170 47 288 126 85 31 242 
VOLO copara hace tes 95 217 57 369 139 104 36 279 
HED D OE E 110 275 67 452 132 104 38 274 
1912... a ae 117 330 74 521 147 102 41 290 
VOLS ih ane aiga 139 436 95 670 170 139 46 355 
oea E SERE ke 132 395 91 618 216 163 53 431 


In 1913, for example, Canada bought goods from the United 
Kingdom to only half the amount of the capital she borrowed, while 
she bought from the United States probably four times as much 
as she borrowed. In other words, Canada borrowed her capital in 
the United Kingdom and used it to make her purchases in the 
United States. a spite of Canada’s tariff preference to Great 
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Britain, of their close political relations, and of the fact of the 
furnishing of tne capital itself, the mother courtry secured less 
than a third as much of Canada’s trade as did the United States.? 

The third source of capital before the war was the Dominion 
itself. In spite of its small population, of the lack of accumulated 
capital, and of the absence of European habits of shrift, the Domi- 
nion was able to provide the. bulk of the money needed for the 
ordinary commercial and industrial undertakings of the country. 
The discounts of the chartered banks, which obtain their capital 
almost wholly within the country, rose rapidly from $279,000,000 
in 1900 to $1,111,000,000 in 1913. Between the census years of 
1901 and 1911 the capital employed in manufacturing grew from 
$353,000,000 to $1,247,000,000, 90 per cent of it provided in the 
Dominion itself. The capital required for railway building, how- 
ever, and for government purposes, came for the greater part from 
without. Municipal debentures alone found an important share 
of their takers in Canada. 


INCREASED Borrowine Durina tae WAR 


This was, in brief, the capital situation at the outbreak of the 
war in August, 1914. At first it was believed that with the war 
there would come an almost entire cessation of borrowings. The 
reaction after tke boom period of 1900-1912 had already brought a 
halt in industrial expansion dnd in the land speculation which 
accompanied it. London was beginning to tighten its purse strings. 
The needs of ths war, it was felt, would absorb al surplus British 
capital. Canada would have to cut its coat to suit -ts smaller cloth. 

These expectations, natural as they were, were not borne out 
by facts. The issue of Canadian bonds never reached as high a 
total as in 1915, and 1916 bids fair to record a higherlevel. Railway 
construction, it is true, fell off with the approacaing completion 
of the great trunk lines, and municipalities slazkened in their 
programmes of road and sewer and power plant construction. 
Yet a steady flow of municipal securities has been maintained, the 
provinces have borrowed more extensively than usuel, the Dominion 


2? For interesting summaries of the relation between Canada’s borrowing and 
her foreign trade, see the article by Dr. James Bonar on “Canada’s Balance of 
Trade,” Proceedings Canadian Political Science Association, 1938, and the analysis 
by R. H. Coats in the Report of the Cost of Living Commission, 1916. ` 
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has found it necessary and possible to float one large loan after 
another to meet its internal and its war requirements, and a small 
amount of railway and industrial issues has been placed. 

The United Kingdom, as was expected, found it necessary to 
confine its capital resources to war purposes. No Canadian issues 
were made in London in 1914, after the outbreak of the war. In 
1915, two railway loans were sanctioned, note issues of the Grand 
Trunk and Canadian Northern amounting to $16,175,000. In 
March of the same year the Dominion government made its first 
and only public sale of bonds in London since the war, $25,000,000 
in five- and ten-year bonds at 44 per cent; the issue was largely 
oversubscribed. This completes the list of public issues in over 
two years. No provincial, municipal or industrial bonds have been 
sold in London in that time. 

“The United Kingdom, however, did, at first, aid substantially in 
providing for the war expenditure of the Dominion. From Septem- 
ber, 1914, to July, 1915, $10,000,000 a month was advanced by the 
British to the Canadian government, some $100,000,000 in all. 
Since that time the Dominion has been able to meet its share of the 
war expenditure out of its own resources, so far as that greater part 
of it which takes place in Canada itself, is concerned—including 
separation and part pay allowances, and amounting to perhaps 
three-quarters of the million dollars a day that the war is costing 
Canada. The expenditure on the Canadian forces in Great Britain 
and at the front is still provided for by borrowings from the British 
treasury. Arrangements have recently been made for funding these 
temporary advances. The Canadian government is issuing to the 
British government dollar bonds bearing the same rate of interest 
as the British government is required to pay on the loans from 
which it made the advances. The hundred millions advanced in 
the first year of the war are met by the issue of dollar bonds maturing 
in 1928 and 1945, and bearing 34 and 44 per cent interest. These 
bonds are not being sold by the British treasury, but are used as 
collateral to assist its purchases of munitions and supplies in the 
United States and Canada. Offsetting these loans by Britain to 
Canada, there have been heavy loans by Canada to Britain; the 
Canadian chartered banks have financed the great bulk of the 
purchases made here by the Imperial Munitions Board. 

With the British market thus cut off except for war loans, it 
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became necessary to find new resources. The striking features 
of the war period have been, first, the rapid expansion of United- 
States investments in Canada, and second, the discovery by the 
Canadian people of their own financial resources. 


Loans FLOATED IN THE UNITED STATES 


During the first two years of the war, Canada’s borrowings 
in the United States slightly exceeded $300,000,000. The Dominion 
government has been the largest borrower. In July, 1915, it 
issued in New York $25,000,000, 5 per cent one-year notes, and 
$20,000,000 two-year notes, both convertible into 5 per cent twenty- 
year bonds: the first loan was repaid on maturity in August last. 
In March, 1916, a loan of $75,000,000 in five-, ten- and fifteen-year 
bonds was made in the same market, at a price to yield on the 
average 5.36 per cent to the investor. The reception given this 
issue was such as to justify the comment of Sir Frederick Wiliams- 
Taylor, that, “no other foreign country in the world could borrow on 
such favourable terms in the United States.” 

It was not, however, only the Dominion which now for the first 
time has turned to the United States for capital. In the two years , 
of war the provinces have borrowed $55,000,000 and the munici- 
palities $60,000,000 in the United States. In 1915 every one of 
the nine provinces except Prince Edward Island floated a New 
York loan. The municipal debentures were issued in large part 
through bond houses in Boston, Chicago, Cleveland and other 
centers. In addition, corporation issues, chiefly railway and public 
utility bonds and notes, were placed to the amount of $66,000,000.? 

In this connection, the outstanding facts as to the changes in 
trade relations may be reviewed. Canadian imports have fallen off 
slightly since 1913, though this present year bids fair to exceed all 

previous records. The falling off was chiefly in the imports from 


3 CANADIAN BORROWINGS IN THe Unirep Sratas, Ava. 1914—Aua. 1916. 


(Monetary Times Record) 
1914 1915 g 1016 
(Aug. 4 to Deo 31) (Jan -Deo ) (Jan 1~Aug. 1) 
Dominion government....... $45,000,000 $75,000,000 
Provincial governments...... $1,000,000 35,877,000 18,450,000 
Municipal......... award 6,900,000 _ 32,455,000 20,763,000 
Corporations..........0.... 18,690,000 30,640,000 17,022,000 


Total... 0... ce eee eee $26,590,000 $143,972,0000 $131,235,000 
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the United Kingdom, and from the other belligerents, both allies 
and enemies. The imports from the United States decreased 
slightly at the outset, but are now larger than ever, amounting to 
five times the importations from the United Kingdom. Canada is 
still, as she was before the war, the third best customer of the 
United States, the only diference being that France has displaced 
Germany as the second largest. It is interesting to note that this 
past year Canada took more United States goods than all Asia 
and South America combined.‘ 


ENORMOUS INcREASE IN CANADIAN EXPORTS 


While imports, to tha surprise of most observers, have thus 
maintained practically their old levels, exporte have followed a still 
more surprising course. In spite of the fact that 350,000 men have 
been withdrawn from their ordinary occupations, the production 
of wealth has been maintained and exports tremendously in- 
creased, more than doubling in the past three years. Much of this 
increase, of course, is nominal, reflecting higher prices, and a large 
part of the manufacturing exports consist of munitions and other 
temporary war supplies, but the figures of exports of forest, field, 
and mine show the country’s permanent possibilities.’ The figures 
for the first few months of the fiscal year 1916-17 show still more 
rapid growth. Of last year’s $741,000,000, the United Kingdom 
took $46,000,000 and the United States $320,000,000, as compared 


1 Unrrep States Exrorts (Fiscan Years Enpine June 30) 
(In millions of dollars) 


1914 1916 
United Kingdom...... cee eee cece eee e eee see oso 594 1,518 
Germany... 0... ce see eee ee rE crete F .. 344.79 2 
Canada.......0 ce. nee ee uano gn AEA DEAT . 344.71 466 
France .. sosse tees daaar anae\ Garey ia al LOO 630 
ABB. kaaa ave aie §. Aah Gueoalale-dan age 418 278 
South America ... a., ccc eee e eens we dh Maa ee -124 180 


SEXPORTS OF CANADIAN Propucs (EXCLUDING COIN AND BULLION, AND 
REËXPORTS) 
(Fiscal years ending March 81, in millions) 
Animal Agricultural Manu- Muscel- 
produce produce factures laneous 
1918........ 57 16 43 44 150 43 Sng 355 
1916........ *66 22 51 102 249 242 6 741 


Year Mine Fishertes Forest 
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with $177,000,000 and $167,000,000 respectively three years previ- 
ous. The United Kingdom bought from us nearly six times as 
much as it sold us: the United States bought abot 75 per cent 
as much as it sold us. When it is considered that three years ago 
the United States bought only about 40 per cent as much as it sold, 
the surprising fact appears that just in the period wren the invest- 
ments of United States capital have been growing most rapidly, 
the excess of United States exports to Canada over imports has been 
decreasing. The explanation of this paradox is found in the changed 
relations of both countries with the third factor in the settling of 
our international balances, the United Kingdom. 


Larce Loans Fioarep at Homm 


The other source of Canadian capital has been the Dominion 
itself. Not only have the banks continued to finance the ordinary 
commercial needs of the country and in addition aided the establish- 
ment of large war supplies industries, but a considerable share of 
the municipal issues of the two years has been absorbed in Canada 
and two war loans of $100,000,000 each have now keen taken up. 
The first Dominion loan was issued in November, 1915, and netted 
5.48 per cent to the investor; the second, in September, 1916, nets 
him 5.30 per cent—a significant index of the maintenance of 
Canadian credit and of popular confidence. It has taken war 
exigencies to reveal to the people the efficiency and flexibility of their 
banks and other credit mechanism, and to stimulate saving. It 
cannot be said thatthere is as yet a great increase in thrift and 
economy; some improvement is observable, but on the whole the 
. prosperity of the country has been too great and the proportion of 
~ direct taxes imposed too small to necessitate any startling change 
in ‘our habits of living. Not that new taxes have not been imposed; 
federal, provincial and municipal authorities alike have prudently 
made provision for meeting a share of any increesed war-time 
outlay out of current revenue. The Dominion ha; raised tariff 
and excise duties, imposed small stamp taxes, and levied a tax on 
war-time profits, and at the same time ordinary expenditures have 
somewhat lessened, with the result that there has been a substantial 
surplus to apply to war financing. In the present fiscal year, at 
the present rate of income and of outgo, after paying all ordinary 
and capital expenditures and mecting the interest on the previous 
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war loans, there will probably be a surplus of forty or fifty millions 
to apply to the principal of the war expenditure The amount of 
the federal revenue is thus very satisfactory, though there is room 
for criticism in the small, though increasing, proportion of it levied 
by direct taxation. 

The success of the domestic loan issued in September, 1916, 
has given proof of the extert of the resourses which are now being 
tapped for the first time. The $100,000,000: offered was more than 
twice subscribed. The $50,000,000 subscribed by the chartered 
banks was not accepted, but was instead advanced to the British 
government as the basis for futher purchases of supplies in Canada. 


Fouturn N&Eps 


After the war, the United Kingdom will once more be prepared 
to finance colonial and foreign enterprises, though on a smaller 
scale. It is probable, however, that so far as Canada is concerned, 
the war-time tendency to rely more on United States and on home 
financing will continue. The Dominion is finding itself. The 
extent of its resources has long been known or guessed. In the 
past decade it acquired in great part the railway, factory, muni- 
cipal plant required for their development. During the war it is 
attaining an efficiency in organization, a confidence in its own possi- 
bilities, and a variety and independence in capital resources not 
enjoyed before. The United States, meanwhile, has been growing 
immensely in wealth and in credit facilities. It seems certain that 
a large part of the surplus capital of the United States will continue 
to find investment on a large scale in the country which, in virgin 
opportunities, in soundness of financial and government conditions, 
in similarity of commercial methods, in the extent of trade rela- 
tions, and in the opportunity for personal investigation which its 
geographical closeness offers, has the strongest appeal to the Amer- 
ican investor. 


THE FUTURE OF PUBLIC UTILITY INVESTMENTS 


By Dmros F. Wiucox, 
Franchise Expert, New York City. 


The expension of public utilities and the enormous increase in 
public utility investments during the past twenty-five years have 
been among the most remarkable economic develcpments of a re- 
markable period in the nation’s history. Street railways, electric 
light and power >lants and telephonesystems have multiplied innum- 
ber and increased in size out of all proportion even to the rapid in- 
crease of urban population during this period. The development of 
gas plants has been more steady, but water works, representing for 
the major part municipal investments, have necessarily developed 
with great rapidity,.since the growth of cities, and especially their 
crowding togetber in the more densely populated sections of the 
country, increases both the relative difficulty and the relative expense 
of securing adeguate water supplies. In attempting to forecast the 
developments of the next ten, twenty or thirty years, we are met by 
many uncertainties. Assumptions must be made. The easiest 
ones to make are that the increase of the total population and the 
relative increase of the urban population will contin te in the future 
to go along as thay have in the immediate past and that the devel- 
opment of public regulatory policies will hold the even tenor of its 
way, regardless of war’s alarms and the expected trueulencies of the 
new breed of pcwder-and-shell millionaires created by the war. 
These are rather violent assumptions, but for the purpose of this 
discussion I shall make them, with the hope that any conclusions 
reached may be subject to easy modification by other people who 
think themselves in a position to make different anc wiser hypoth- 
eses, . 

EXTENT AND CAUSES OF UTILITY INVESTKENTS 


The total nominal investment at the present tirne in what are 
ordinarily described as public utilities, in which I inc_ude street and 
interurban railways, artificial and natural gas plants and pipe lines, 
electric light and power systems, including water power develop- 
ments, local and long-distance telephones, water „works, central 
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heating plants, electrical conduits, etc., must be about twelve bil- 
lion dollars. The average annual increase in these investments 
during the past decade must have been about five hundred million 
dollars. How much of the grand total and of its annual increments 
is inflation, nobody knows. But in the city of New York alone, the 
actual investments in water works and rapid transit lines during the 
decade from 1907 to 1917 will have been more than half a billion 
dollars, to say nothing of the additional investments in surface 
street railways, lighting plants, telephones, etc. Upon the 
assumptions already made, it seems safe to estimate that the de- 
mand for additional capital for public utilities in this country will 
continue to be about half £ billion dollars a year; it may be con- 
siderably more. 

The fundamental causes which have hitherto brought about the 
rapid increase in public utility investments may be briefly analyzed. 
Public utilities are urban phenomena; they are the instruments by 
which the economic advantages of city life are multiplied and its 
disadvantages lessened or removed. Their development up to the 
full realization of their economic value under the prevailing con- 
ditions of human knowledze and skill is inevitable. It is readily 
observed that the larger an urban community becomes, the more 
dependent are its inhabitents upon public utility services. Fur- 
thermore, in the case of the leading utility, transportation, along with 
this increasing dependence goes the necessity for a larger quantity 
of service per capita. This is well illustrated in the development 
of urban transit in New York. Over a period of fifty years the 
number of street railway fares annually paid per capita increa ed 
from 48 in 1860 to 321 in 1910. Even after the electric trolley sys- 
tem had been fully developed, the increase for the decade from 1900 
to 1910 was 75 rides per capita, or more than 30 per cent. More- 
over, in a rapidly growing community, public utility investments 
tend to lag behind the demand for them and therefore, even when a 
city’s growth slackens or stops entirely, the demand for public 
utility expansion still cortinues until the community has spread 
itself out, provided itself with all the necessary conveniences of 
modern life and settled down into a static condition. 

Just so long as the population of a city continues to press out 
into outlying districts or to shift from one district to another, even 
though there may be no actual increase in the aggregate number of 
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people or in the quantity of utility service required, new invest- 
ments will be necessary; since existing investmente in pipes, wires, 
tracks and other street fixtures cannot readily be moved from one 
place to another to follow the shifting population. We may revert 
again to New York for an illustration. Here through a long period 
of years the old city grew to the north, developing the superlative 
congestion that has come to be characteristic of Manhattan Island. 
Within the period of fifteen years from 1904 to 1919, the number of 
continuous transit tracks crossing: the East Rive: by bridge or 
tunnel will have increased from four to thirty-eigkt, with the in- 
evitable result that a great shifting of population from the crowded 
districts of Manhattan Island to the nearby but hitherto sparsely 
settled districts of Long Island will take place. Ii we assume no 
total increase in the population of the city, this transfer from cne 
section to others, without releasing any of the existing public util- 
ity investments required for the service of the old congested dis- 
trict, will necessitate large additional investments in the new dis- 
tricts. 
OTHER REASONS ror Expansion 


A further increase in the demand for utility serv_ces comes as a 
result of the general advance in the arts and the gen=ral rise in the 
standards of living of the people, both of which are concomitants of 
a developing civilization. I may cite as illustratiors the effect of 
modern plumbing upon the amount of water used ard the increase 
in the use of gas and electricity for heat and power as a result of the 
installation of modern appliances for lessening the drudgery of 
housekeeping. But even more important in its effect upon the 
development of public utilities is the increasing use of gas and electric 
current for power in connection with the processes of industrial life. 
Another reason for the expansion of public utility mvestments is 
the more complex organization of social and industrial life, which is 
largely the result of improved facilities for transportasion and com- 
munication and which in turn necessitates a continual increase in 
these facilities. It seems obvious that the relative importance of 
transportation and communication necessarily increases with the 
growing complexity of social organization. This is particularly 
true of the telephone as a primary means of communication for 
social and business purposes, and of course applies*with equal or 
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greater force to facilities for the transportation of food products 
and other commodities. But these latter facilities are primarily 
furnished by the railroads of the country and do not fall within the 
class of public utilities as here defined except to a limited extent in 
connection with suburban and interurban railways. 

There still remain to be considered two important factors in the 
expansion of public utility investments. I have referred to public 
utilities as urban phenomena, yet the fact is that the characteristics 
of urban life are fast becominz the characteristics of life throughout 
the country: In other words, the surburban and rural districts 
are rapidly becoming urbanized and the extension of public utility 
services beyond the limits of urban communities is the essential 
means by which this process is being carried on. It is the telephone, 
the trolley, the electric light and running water that herald the ad- 
vance of urban civilization and comfort into the rural districts. 
Indeed we might properly refer to these utilities as the promoters or 
sales agents of the economic and social advantages hitherto char- 
acteristic of urban life. This territorial expansion of utility services 
means generally an even greater investment in proportion to the 
population served than the investment required for strictly urban 
service. The other factor to which I wish to call attention is the 
development of natural resources as the basis for these public utility 
services. It has been only a comparatively few years since water 
power became an important element in the electrical industry, and 
the development of water power is believed to be still in its infancy. 
The whole problem of the conservation and development of these 
natural resources, though it is regarded as in large measure, if not 
primarily, a problem of the federal government, is in effect a munic- 
ipal problem, namely, how best to bring to the people in their 
urban communities the resources which nature has provided in the 
wilderness. The same is true of the development of natural gas 
fields and the construction of interstate and intercity pipe lines. 
But while water power is as everlasting as climate, there is great 
uncertainty as to the time when the reservoirs of natural gas hidden 
away in the bowels of the earth will become exhausted. Therefore, 
it would be unsafe to make any prediction as to the probable de- 
mands for additional capital in the development of the natural 
gas supply and its transmission to the urban communities where it 
can be used. ° 
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ENORMOUS SPECULATIVE GAINs 


Up to the last few years, public utility investments were re- 
garded as properly speculative. Itis hard now tc realize how val- 
uable a street car franchise in a great city was supposed to be in the 
last two decades of the nineteenth century, the period during which 

the Broadway franchise was bribed through the New York City 
board of aldermen and the inverted pyramid of the Metropolitan 
Street Railway system wasformed. A perpetual franchise on Man- 
hattan Island was supposed to be an inexhauszible gold mine. | 
Many of the large fortunes built up in different parts of the country 
were the direct results of the manipulation of public utility securities 
and the sale of public utility franchises that had bean acquired for a 
song. By men of substance it was regarded as perfectly proper, 
and by the common rabble as almost so, for the owners of a public 
utility to take millions out of it. Competitive franchises were 
granted in the vague and vain hope on the part of the.public that 
thereby monopoly would be scotched, service iraproved, public 
revenues increased and in some cases rates reduced. These com- 
peting franchises were sought with fair promises on the lips of the 
promoters, but with greedy purposes in their hearts. They were 
sought chiefly for the purpose of being sold at tte Blackmailers’ 
Auction. Fixed rates, monopoly privileges, universal necessity and 
rapidly increasing urban population, made promoters willing to 
accept short-term franchises where they could not get long-term or 
perpetual ones and to invest enormous sums of other people’s money 
in plants whose status at the expiration of the franchises was wholly 
unsecured except by the necessity that the service ba continued and 
by the hope that renewals could be had at the same public bargain 
counter where the originals had been procured. While it is prob- 
able that more fortunes have been made out of streat railway fran- 
chises than out of any other kind, speculation ard profit-taking 
were by no means confined to this‘utility. In the early days gas 
and water franchises and later electric light and telephone grants 
were involved in the same riot of speculation. 


TAXATION ONLY A PARTAL REMED? 


The first attack upon franchise privileges was by means of 
increased taxation, on the theory that the public, having contrib- 
uted the rights of way for the tracks, pipes, wires and conduits, 
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ought to have a larger share in the profits. Unquestionably tax- 
ation, in so far as it takes new forms and becomes more drastic, 
will have the effect of decreasing the profits of the utility owners 
and thereby of reducing the value of their franchises without giving 
any direct relief to the consumers. The amount of actual capital 
invested in public utilities is not directly affected one way or the . 
other by taxation, but as long as franchise and other intangible 
values make up a large part of the backing for utility securities 
and represent a large share of the so-called “investment,” taxation, 
and still more taxation, will have a tendency to reduce or destroy 
these intangible values and knock the props out from under the 
securities. The copiousness and continuity of the stream of gold 
that pours into the lap of a public utility makes it a shining mark for 
the tax gatherer, with the result that in spite of the tremendous 
political power of the utility owners, they have been compelled 
more and more to submit to additional exactions in the form of 
higher assessments and special taxes, until at the present time their 
groanings assault the ears of every official who has anything to do 
directly or remotely with taxation or the control of public utilities. 
It is evident, however, that unless public utility rates are irrevocably 
fixed, the burdens of taxation, after it has destroyed intangible 
values, and often before that time if the utility managers are strong 
and cunning, will be shifted to the patrons of the utility in the form 
of higher rates or poorer service. 


Rate Ruaauiation Mors Errecrtvs 


When division of profits through the instrumentality of tax- 
ation had been tried for a while, the public began to attack the 
problem more directly through rate regulation. The rate payers 
revolted against being exploited for the relief of the taxpayers. 
When the theory of the regulation of rates and services by means of 
permanent local or state commissions came into vogue, it struck 
a body blow at the philosophy of speculation in utility investments, 
but however bankrupt their philosophy became, the owners of 
utility securities were impelled by all the primary incentives of self- 
preservation to resist step by step to the bitter end the encroach- 
ments of the state upon their privileges. It is the theory of rate 
regulation that the investment in a public utility is affected with a 
public interest and that the owners of the utility are entitled to earn 
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a fair rate of return and no more upon their capital prudently and 
usefully invested in the public service. This theory, if consistently 
and unflinchingly applied, would eliminate most of the speculative 
element in utility investments and reduce them to an approximate 
parity with municipal investments, where the security is nearly 
perfect and the rate of return is low. 


Ta» Present Contest OF VITAL SIGNIFICANCE 


We are now in g transition stage, striving to put into effect this — 
new theory anc being met at every stage by the strong entrench- 
ments of vested privilege. It is still too early to determine the 
outcome of this great war. If democracy, overflowing the land, 
gradually isolates and smothers the citadels of privilege and suc- 
ceeds in establishing the theory that public utilities shall be op- 
erated as publie business, and public utility investments shall be 
secure and by virtue of such security low-paid, we may at least 
expect that the conquered will react upon and modify the character of 
the conquerors. The great struggle now going on throughout the 
United States is to establish the recognized value of public utility 
and railroad investments. The owners are driving hard for the 
legal recognition of enormous values based upon physical structures 
supplemented by ancient privileges and fertile imaginations. They 
are doing their best to embalm the fat carcasses of old speculations 
lest they be decomposed and pass to final dissolution. They say 
that regulation and scientific franchise principles are all right for 
the future, but for the Lord’s sake, do not disturb the past; well 
knowing that urless we succeed in disturbing the past, the future 
will be theirs. 

At this stage of the struggle it is not easy to forecast the con- 
ditions under which public utility investments will actually be made 
during the next twenty years. The public pressure for a reduction 
of rates through the exercise of the police power. is a continuing 
force tending to the elimination of the speculative element in public 
utility investments. At the same time this force, if it is not supple- 
mented by measures calculated to give security to the investment, 
will tend to drive capital into other fields and to induce stagnation 
in the development of public utilities. Such a result would be . 
most unfortunate, as in the long run it would involve enormous 
urban discomforts. There is nothing more vitgl to the wel- 
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fare of growing cities than the free and anticipatory expansion of 
public utility services. When these cease to expand, a city be- 
comes like a foot that has outgrown its shoe. If, however, security 
follows as a hand-maiden upon rate reduction, unless the latter goes 
altogether too far, the attractiveness of public utility investments 
will not be diminished; they will merely appeal to another class of 
investors, namely, to those who are willing to accept a low return 
with security. 


Facts tan Pusric Must RECOGNIZE 


The idea that private investments in utilities represent capital 
temporarily loaned in aid of public credit is the logical conclusion 
of the non-speculative theory, but many important changes in public 
policy, as yet hardly initiated, will be necessary before this theory and 
this conclusion can be fully crystallizedinto practice. On the one side 
the public must definitely learn that it cannot eat its cake and have it 
too. Public service corporations, if they are recognized as a nec- 
essary though intermediate agency for the satisfaction of urban 
needs, must not be harassed by demands that are financially im- 
possible. The public hires them to perform certain services for it 
and it cannot hope to get these services at less than cost. The first 
and most fundamental corollary of the philosophy of public regu- 
lation of rates and service is the security of the investment and the 
assurance of a fair and constant return upon it. This security re- 
quires the giving up of many long-cherished illusions on the part of 
the public. 

In the first place the fancied protection of maximum or abso- 
lute rates fixed by franchise contract for a long term of years must be 
surrendered. It must be frankly admitted that rate regulation 
involves the possibility of the increase as well as of the decrease of 
rates, whenever justice demands it. Especially, it must be frankly 
recognized that if the standards of service are to be raised year by 
year, the people who receive the improved service will have to pay 
Tor it. The public will also have to reconcile itself to the allowance 
of adequate depreciation funds out of which the physical plant can 
be safely maintained at the highest practicable degree of operating 
efficiency. The public will also have to give up once and for all its 
lingering fancy for competition in public utilities. It will have to 
recognize the principle that public regulation of rates and services 
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is adapted to monopoly and is inconsistent with competition. It 
will also have to accept the burden of the risk in public utility in- 
vestments and forego the sweet pleasures of the ward politician and 
the cart-tail demagogue who would grant franchises for short pe- 
riods without imposing upon the city any obligation to protect the 
property at the expiration of the franchise period. 

The let-them-take-a-chance policy will have tc be definitely dis- 
carded. All these changes in public sentiment and public policy 
will be more or less costly, either in money or in political feelings or 
in both. In return for this cost, however, the public will receive 
certain great and definite advantages. It will enlist the steadily 
responsive coöperation of capital that in its timidity seeks only 
self-preservation and a diet of herbs. It will secuve the recognition 
of the characteristic obligation of monopoly, namely, to extend its 
services to satisfy and even to anticipate the reasonable needs of the 
community. It will secure the codrdination of public utility 
services with the other services of government and establish a sure 
and steady control over the uses of the public highways. It will 
ultimately escape from the burden which it has besn called upon to 
bear as a result of the capitalization of the increment in the value 
of land used for public utility purposes. Most -mportant of all, 
it will gradually rid itself of the political poisor inherent in the 
“grabbing” of franchises and the regulation of publie affairs by 
utility corporations. 

Under all the circumstances, it seems reasoneble to anticipate 
that the need of additional capital to be invested ir the expansion of 
public utility plants will go on in the future much as it has in the 
past, say, at the rate of half a billion dollars a yea: in this country; 
that for some time to come, in spite of this need, capital will hesitate 
about going into public utilities in those commrnities where its 
chance of speculative profit is removed and no comp2nsating security 
given; that, ultimately, through the full triumph of the theory of 
public service, there will be a free flow of non-speculative capital into 
public utilities to the extent that the consuming public is able and 
willing to pay for the expansion of the service. 


THE RURAL CREDITS ACT AND ITS EFFECT ON THE 
INVESTMENT MARKET 


By Rocer W. Basson. 


Although nearly, everyone realizes that the farm products of 
the United States are one of the chief sources of our wealth, and 
many people even believe that our whole prosperity depends on 
good crops, still there are comparatively few investors who are 
willing to put their money into the farm loans which are being issued 
today. Moreover, those who do invest in them are able to exact 
anywhere from 5 per cent to 12 per cent and in some cases even 
much higher interest rates on such funds. Why is this so? The 
answer is that the farmer has never put up his securities in the right 
kind of a package, and he has failed to advertise. Consequently, 
his loans have had only a narrow market and have not commanded 
the terms to which the farmers’ credit has really entitled him. 
These are the things the new Rural Credits Act proposes to do. 

There was a time about thirty-five years ago when farm' loans 
were the rage. It was during the period when the Middle |West 
was booming and speculators had pushed land prices way beyond 
their real value. At that time the loan and trust companies han- 
dling the accounting of farm purchases had loaned up to two-thirds 
of those inflated prices. Then came the wild scramble for the new 
lands farther west. Eastern holdings fell to half their mortgage 
face value, and throughout the late ’80’s and early ’90’s they were 
practically unsalable. Then in the far west the same wild cat financ- 
ing soon took place. Many investors who had lost in the local 
eastern trusts and loans tried to recoup themselves in these new 
western ventures, and were caught again in the collapse caused by 
the panic of 1898. 


PRESENT DISTRIBUTION OF Farm Loans 


Although the memories of those days have never been entirely 
wiped out, the status of our rural credits has since then been almost 
reversed, and farm mortgages, as a whole, during the late years have 
really come to rank among the safest investments. This fact ig 
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shown by the great interest taken in these loans by banks, insur- 
ance companies, and similar institutions which have practically 
a monopoly of this business at the present time. In this connec- 
tion some figures compiled by Mr. C. W. Thompson of the United 
States Department of Agriculture are exceedingly interesting. Mr. 
Thompson estimates the total farm mortgage debt of the United 
States as abous $3,600,000,000. Of this amount the banks appear 
to furnish from their own funds approximately $740,000,000 or 
more than one-fifth. This proportion of course varies in the 
different secticns of the country, and in certain states is very 
much larger than one-fifth. For instance, in Celifornia the farm 
mortgages held by banks represent 45 per cent of the estimated 
total farm mortgage debt; in Louisiana 45 per cent; in Indiana 
and Michigan nearly 40 per cent and in Mississipp. and South Caro- 
lina more than 36 per cent. 

Life insurance companies are of almost equal importance in 
this field. Of the total, they supply approximazely $700,000,000 
which is nearly one-fifth of the total amount of farm mortgage capi- 
tal of the United States. The insurance companies have confined 
their operations largely to the four states of Iowa, Missouri, Kansas 
and Nebraska, practically one-half of the total amount of insurance 
money being invested in these four states. Iowa alone holds over 
$150,000,000 of such investments by insurance companies. In 
Nebraska the msurance companies have over 4C per cent of the 
business; in South Dakota 33 per cent; in Karsas 35 per cent; 
in Indiana 37 per cent; in Oklahoma 40 per cent and in Georgia 
over 50 per cent. These life insurance companies either have their 
own farm mortgage loans department through which they receive 
and pass on all applications for loans, or theygpurchase farm mort- 
gages outright in the commercial market. 

The latter practice is generally limited to the smaller insur- 
ance companies, their volume of business in this field not being 
sufficient to werrant the maintenance of separate machinery for 
the selection o? farm mortgage securities. Neazly all the larger 
companies, however, have well organized departments through 
which they carry on a regular farm mortgage loan business. Ordi- 
narily these companies receive applications from their local agen- 
cies or banks. The application blanks and legal papers used by 
these companies have been carefully standardized and adapted to 
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the conditions of the various states of which loans are made. 
Really the system has been worked out in excellent shape and for 
the most part the insurance companies which have such an organ- 
ization are at the present time giving the farmers very good service. 
While some of the companies show a tendency to charge high rates, 
insurance companies as a rule represent a conservative class of 
investors in the farm mortgage business. 

Figures are not at hand to show the amount of capital invested 
in farm mortgage loans by mortgage companies, but these com- 
panies are all prominent in nearly all parts of the country, and there 
are a number of foreign mortgage companies who are heavily in- 
terested in the West, South, Central, Rocky Mountain and Pacific 
States. It is also impossible to tell just how much capital is sup- 
plied by private investors. In certain states, however, such as 
New York, Pennsylvania, Michigan and Wisconsin, the amounts 
of such capital are relatively large. I have quoted these statistics 
simply to give some idea of the situation as it now stands. Gen- 
erally speaking the farmers have been receiving good service in 
their financing; but many of them have had to pay very dearly for it. 


Hren Rares OF Interest PAID BY FARMERS 


In short, the matter of interest rates charged on farm-loans is 
really the cause of the Rural Credits Bill. Of course conditions 
vary with the different sections of the country. In New England 
and the Middle Atlantic states and a few of the Middle Western 
states a considerable part of the farm loans carry as low as 5 or 54 
per cent interest; but in certain of the western and southern states, 
10 and 12 per cent, and even much higher rates have been exacted 
by lenders. As we have stated above, the fault has not been en- 
tirely with the mortgage companies or other institutions who bought 
farm loans, but rather with the farmers, who failed to mobilize 
their credit so that the rank and file of investors could interest them- 
selves in their securities. , 

Certainly from an investment standpoint, these farm loans 
have been an excellent proposition for any investor or institution 
that had the proper faciities for selecting and purchasing them. 
On the other hand, the average investor could not take the risk of 
lending his money to a farmer he had never seen, nor did he feel 
any safer in taking ag security a mortgage on property he knew 
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absolutely nothing about. Moreover, as farm loans are not listed 
on any of the exchanges, it has been difficult for him to purchase 
such loans if he cared to, unless he happened to live in a farming 
community. These are the difficulties which the Rural Credits 
Act aims to correct. 


Tae Revoivurionary Nature or tam Naw Law 


Really this is one of the most revolutionary pieces of legisla- 
tion ever enacted in this country. In a nut shell, the new plan is 
this: First the country will be divided into twelve districts, each 
of which will have a farm land bank. These banks will be operated 
much the same as any other bank with a president, and all the usual 
banking machinery. Farmers who wish to obtain loans will form 
local associations through which they may make application to 
the farm loan bank of their district. This bank will take the mort- 
gages on their farms as security for the desired loans. It will then 
turn over these mortgages as collateral to the Federal Farm Loan 
Board at Washington, which has supervision over the entire sys- 
tem, and from it will receive authority to issue bonds to cover the 
loans which it has made. These bonds ara the crux of the whole 
plan. They will be in denominations of $25, $50, $100 and $1,000 
and will probably be listed on the New York Stock Exchange. Al- 
though the rate of interest will not exceed 5 per cent per annum, 
and will probably be considerably less, still they will be exempt 
from all taxation and their security should be above question. 
These features should guarantee for them a good demand. 


Tan Marin Features oF THR PLAN 


The above is simply the bare skeleton cf the plan, but in order 
to appreciate the status of these new securities and their probable 
effect on other investments, we must first know more about the 
organization and detail of the system. There are really five parts 
of this big money loaning machine. These parts may be briefly 
described as follows: 

(1) National Farm Loan Associations. These are local asso- 
ciations which may be formed by any ten or more farmers in a good 
locality who are already, or about to become, land owners and who 
wish to borrow an aggregate of $20,000. They are really little 
combinafions of borrowers who band themselves together for the 
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purpose of securing money. Each association will have a board 
of not less than five directors, and the directors will elect a presi- 
dent, vice-president, secretary—treasurer and a loan committee of 
three members. : $ 

The organization of the farm loan associations is such that the 
farmers will have a direct interest in their successful operation. 
Each association has capital stock valued at $5 a share, of which 
each member must buy an amount equal to 5 per cent of his loan. 
Moreover, in case the association should default, this stock carries 
' a double liability, the owner being obliged to furnish an amount 
equal to the value of his stock, as in the case of the national banks 
stocks. It is evident, therefore, that each member of the associa- 
tion will see to it that no bad loans are made. Their loan com- 
mittee will appraise each property and each loan must be approved 
by their board of directors, all of whom are members‘and own stock 
in the association. Each member will therefore be well protected 
against bad loans. The secretary-treasurer, who handles all funds, 
will be under surety bond. Moreover, no loans will be made to 
exceed 50 per cent of the value of the land, or 20 per cent of the 
value of the buildings, which is an exceptionally wide margin. It 
is evident that these farm loan associations are really the corner- 
stone of the whole system. 

(2) The Federal Land Banks. As soon as practicable, the coun- 
try will be divided into twelve districts known as federal land bank 
districts. Each district will be given a number. They will be 
arranged with proper regard to the farm loan needs of the country, 
but no district will be a fractional part of any state. In some con- 
venient city of each of these twelve districts there will be located 
a Federal Land Bank. Moreover, this bank may have branches 
in other parts of this district. Each federal land bank will have 
a capitalization of at least $750,000, in shares of $5 each, which 
may be subscribed for and held by individual firms or corporations, 
or by the government of the United States. No stocks will have 
any voting rights, except shares owned by the United States and 
by the national farm loan associations (above described), but all 
stock except that held by the United States will share in any divi- 
dend distribution. 

While this stock will be offered to the public, it is not expected 
to receive a very enthusiastic reception. Dividends, at Jeast for 
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a time, will probably be small and the stock carries no voting power 
when held by the individual investor. The inteation is to have 
this stock eventually held by the farm loan asscciations. When 
a farm loan asscciation makes application to a land bank for a loan, 
it must accompany the same with a subscription for stock of the 
land bank equal to 5 per cent of the value of the losn desired. This 
of course really means that the individual farmers will own the 
stock, but all of the dealings of the federal land benk are with the 
association as a body. No transactions whatever take place be- 
tween the land bank and the farmers individually. In case of’ 
default, it is the association and not the individual which is held 
-responsible by the land bank. This is an importan: feature, greatly 
increasing the security of the system. ` 

In their functions these land banks will occupy a position simi- 
lar to that of the Federal Reserve banks. All applizations for loans 
will be made by the farm loan associations to their respective land 
banks. The bank will then verify the report of the loan committee 
of the association (mentioned above) by having an appraisal made 
by its own appraisers. If the security appears to be satisfactory, 
it then forwards its check for the amount of the loaa to the associa- 
tion. In order to obtain cash to make these loans, the federal land 
banks have the power to issue bonds against the first, mortgages 
which they have taken as surety for the loans to the associations. 
These bond issu2s, however, must first be approved by the Farm 
Loan Board. 

(3) Federal Farm Loan Board. At the head of the federal 
farm loan banks will be a Federal Farm Loan Board. This board 
will have its heedquarters at Washington. The Secretary of the 
treasury and four others appointed by the President of the, United 
States make up this board. The men who have been chosen for 
these positions ate Charles E. Lobdell, Republican, of Great Bend, 
Kansas; George W. Norris, Democrat, Philadelphia; Capt. W. 8. 
A. Smith, Republican, of Sioux City, Iowa; and Herbert Quick, 
Democrat: of Berkeley Springs, West Virginia. Mr. Lobdell has 
been a farmer, a lawyer and a banker. Mr. Norris is a director of 
the Philadelphia Reserve bank. Captain Smith is a farmer. He 
has been connected with the Department of Agriculture and is an 
expert in that line. Mr. Quick, formerly editor of Farm and Fire- 
side, has devotec himself to the study of rural credits and other 
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problems connected with farming. The Farm Loan Board in this 
system corresponds to the Federal Reserve Board in the new bank- 
ing system. Besides passing on all applications for farm loan bonds, 
the board has charge of all mortgages, notes, etc., held as surety 
for outstanding bond issues, and has general supervision over the 
whole system. 

(4) Joint Stock Land Banks. The above three wheels make 
up the machinery. In addition, however, two substitute wheels 
have been provided, for use in emergencies. The first of these is 
the joint stock land bank. In order to be fair to certain land com- 
panies and banks which have already been established to loan 
money to farmers, a provision to take care of such banks has been 
made in the law. By this provision, farmers who do not want to 
form an association and become a part of the big machine, may go 
to a private institution (to be known as a joint stock land bank) 
and there borrow their money. These joint stock land banks will 
be somewhat the same as national banks, each independent and 
privately operated. 

To borrow money from a joint stock land bank, it will not be 
necessary to be a member of a farm loan association. Moreover, 
such a joint stock land bank can issue bonds more freely than a 
federal land bank and is not so restricted in many ways. The 
bonds which these joint stock banks will issue will be taxable, but 
they will not be so fully secured as the farm loan bonds above 
mentioned. Therefore, while they will pay a higher rate of 
interest, they will probably not be so attractive as the farm loan 
bonds above mentioned. Of course, if something unforeseen hap- 
pens so that the big federal machine does not work smoothly, there 
will be an opportunity for these private joint stock land banks, but 
otherwise their growth will be slow. 

(5) Federal Land Bank Agents. If after the system has been 
in effect one year it is found that a national farm loan association 
has not been formed where it is needed, the Farm Loan Board may 
then appoint some bank, trust company or mortgage company in 
that locality to act in the capacity of such an association. To my 
mind this is a very important feature of the law and should insure 
against Its failure. The only weakness here is that the local bank 
must guarantee the loan, although it receives only one half of one 
per cent per annum on the unpaid balance for so doing. 
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ATTRACTIVENESS oF THH Farm Loan Eonps 


- Analyzing the new system as we have above, it is evident that 
everything has been done to make the farm loan bonds absolutely 
safe and as attractive as a low yielding bond can be. There are 
four features to these bonds which are especially important: (1) 
The bonds are secured to at least their face value by first mortgages 
on farm property; (2) They are secured to the extent of 10 per 
cent by the land bank stocks owned by the associations in the dis- 
trict in which a default may occur (these stocks sre held by the 
land banks all the time); (8) They are the obligation of all of the 
other land banks, which are liable for all farm loam bonds issued, 
whether by them or by some other land bank; (<) Provision is 
. made for the repayment of farm loans on an amortization plan, so 
that the security behind the farm loan bonds is gradually strength- 
ened. Viewed from all sides, it is evident that these bonds are 
better secured than even government bonds. Anotker point which 
will add greatly to the attractiveness of these bonds is that they 
are exempt from all taxation. This means a great ceal nowadays, 
as is evident from the tremendous amount of trading in municipal 
bonds and other non-taxables. 

Regarding the effect which these new bonds wil have on the 
bond market, there is a great diversity of opinion Some claim 
that there will not be enough farm loan bonds offered to have any 
definite influence. They believe: that most farmere will continue 
to borrow from the same sources that they have in the past, rather 
than bother with the new system. Personally I should not be sur- 
prised if this were the case at first, but as soon as the “armers realize 
the great advantages which the new credit system offers them, there 
should no longer be any lack of applications for loans I feel espe- 
cially sure of this in view of the monetary situation ir this country. 
Just now, credit,—that is, for short terms,—is the most plentiful 
thing we have, but as soon as the war stops we are likely to see an 
entirely different turn in money rates. Then there will be plenty 
of use for all of the credit machinery we can bring into play. More- 
over, this year’s poor crops should also operate toward the same end, 
especially in sections which have been most severely affected. 

Statistics show that at the present time the farmars in at least 
22 states are paying an average of 8 per cent or more for money, 
while in fully 6 states they are paying 10 per cent anc 12 per cent, 
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or even more. Out of the total of about $3,600,000,000 of farm _ 
loans there are about $900,000,000 drawing 8 per cent or more in 
interest. Under the rural credits system, the highest rate of inter- 
est which can be charged on these loans is 6 per cent, and it is very 
unlikely that more than 5 per cent interest will be asked. This 
means that on perhaps a fourth of farm loans, which are now out- 
standing the farmers can make a saving of from 40 per cent to 100 
per cent, or even more in interest charges by joining the new system. 
Frankly, I do not believe that it will take these farmers long to 
wake up to the new plan. 


Temm Errscr on tan Bonn MARKET 


What does this mean to the bond market? First, I believe . 
it means that all of our low-yielding, high-grade bonds will find a ` 
sharp competition in the new farm loan bonds. Institutions, trus- 
tees and individual investors who have been accustomed to buy low- 
yielding railroad bonds because of their safety, will find in the new 
farm loan bonds an equal degree of safety coupled with exemption 
from all federal, state, municipal and local taxes. The result must 
be a considerable scaling down in prices of the low yielding railroad 
issues. In fact, these new farm loan bonds will be rivals to United 
States government, state government and municipal bonds, and 
their appearance may have a depressing influence on these issues 
also. At least, the trend should gradually be in that direction. 

Another result of the new system will be, ultimately, to make 
good farm mortgages practically extinct, and the holders of the 
_ mortgages will gradually turn to other investments yielding from 
5 per cent to 6 per cent. For the most part I do not believe that 
the interests who are now holding farm mortgages will buy the new 
farm loan bonds, as they are obliged to seek a higher interest return. 
This demand should tend to stimulate the prices of good high-yield- 
ing securities. Of course I do not believe that these changes will 
come about immediately. The new system will probably not be 
put into operation until next spring, and as above suggested, it will 
doubtless be some time after that before it becomes very popular. 
On the other hand, I do believe that the principle of the new, plan 
is sound, and that eventually it will displace our present system, or 
systems, of handling farm credits. Wise are the investors who 
prepare for the changes which will take place, 


THE RATE OF INTEREST AFTER THE WAR 


By Irvine FISHER, 
Professor of Economics, Yale University, New Haren, Conn. 


There are so many unknown or imperfectly known elements in 
the world-war and so many others which lie in the uncertain future 
that it would be impossible to make any very detinite predictions 
concerning the rate of interest after the war. Much depends on 
whether the United States will be drawn into the corflict, on whether 
the European nations will repudiate their debts, on what will be the 
character of taxation after the war, on whether banking systems 
will collapse, whether the issues of paper money will be increased, 
whether emigration from Europe will be large or small, whether the 
tides of international trade will abstract gold from this country, 
whether new inventions, stimulated by the war, will materially 
affect industry, and on other possibilities beyond tke ken of man. 

All that we can do at present is to make arbitrary assumptions 
as to such unknowns,—to assume, for instance, that the United 
States will still remain out of the conflict, that the paper money 
situation will nob grow much worse, if at all, that emigration from 
Europe will not constitute any considerable exodus, that national 
bankruptcies wil, for the most part, be avoided, that taxation, 
after the war, though heavy, will not be comparable to the sacrifice 
of current incom? during the war, that no great influences on inter- 


national trade, keyond those which are already obvious, will come . 


forward, and that inventions will grow out of the war which will be 
of great use in industry and will require the investment of much 
capital. 


Tas DETERMINANTS OF THM Rats or INTEREST 


I have stated in The Rate of Interest what I believe to be the 
true principles on which the rate of interest depends. I shall not 
try here to summarize these principles further than to say that the 
rate of interest expresses the degree of human imparience for future 
dollars (or dollars’ worth of enjoyable goods) as contrasted with 
present dollars (cr dollars’ worth of enjoyable goods). It relates 
to the terms on which present dollars will exchange for future 
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dollars. In such an exchange present dollars are at a premium, and 
the premium is the rate of interest. If all dollars, present and future, 
are supposed to have the same purchasing power over goods, the 
premium on present dollars, registering our impatience or prefer- 
ence for the present over the future, will depend on the relative 
abundance (as seen in the present) of present and future dollars, or 
of the present and future enjoyable goods which dollars will buy. 
Thus, the premium which we put on present dollars will be enhanced 
if present dollars are scarce. It is the man and the nation which is 
pinched today that will wish to borrow and will be willing to pay 
high rates for the accommodation. If, under ordinary circum- 
stances, a man is willing to promise to pay $105 next year for the 
sake of securing $100 at once, he may be willing to pay a much higher 
price than said $105 if he is now in serious straits from which he 
expects to be relieved in the future. In other words, if the rate of 
interest is ordinarily 5 per cent, it will be more than 5 per cent if the 
present income of the world is temporarily reduced. The rate of 
interest depends largely on the distribution in time of the income 
stream. 

The basic fact, therefore, on which any prognostications con- 
cerning the rate of interest must be determined is the expected 
stream of income to those concerned in determining the rate of 
interest. When, in general, the income stream of a nation is rising, 
that is, when it is increasing in time, the rate of interest will be high. 
Thus, in new countries, with great expectations, people feel safe in 
promising large amounts out of future expectations in return for 
relatively small amounts in hand at once. 


Errscts oF THE WAR on [INCOMES 


Now the most salient economic fact of the war is that the na- 
tions engaged in it are suffering an immense reduction in the income 
of their people. It is estimated that the people of Great Britain, 
France and Germany had an aggregate income before the war of 
approximately $80,000,000 a day and that the current cost of the 
war to these three countries is now about $60,000,000 a day or three 
quarters as much. This cost includes only the official expenditures 
of the three governtnents. It does not include the destruction of 
private property nor the loss of productivity. Most of the $60,- 
000,000 a day (four-fifths in England) comes, in the first instance, 
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from loans, that is, from the accumulated wealth of the world, 
mostly of the belligerent countries. Exactly whas the reduction 
in real current incomes has been (i.e., from taxes, destruction of 
goods and lessened consumption) no one knows, buš it is undoubt- 
edly a very large percentage. It is estimated that the annual 
interest charge on war loans will, after the war, equal or surpass 
the total national budgets before the war. 

But, as soon as the war is over, the thoughts of all will be 
directed to reconstruction and all Europe will be in the position of 
& new country, poor in immediate comforts but (relatively) rich in 
future expectations. 

Such a condition will make for a high rate of interest. The 
spirit of Europe will be one of eagerness and impatisnce, just as is 
the spirit during the up-building of a new country; and this eager- 
ness and impatience will be registered in a high rate of interest as 
they were while our forefathers were making America. 

It is conceivable that curious things may happen to complicate 
this result. If the war continues much longer tha government 
bondholders will be the virtual owners of Europe for years to come. 
` The income tax for the rich may reach 60 per cent. The taxes on 
the poor may be equally oppressive. Rather than pay such tribute, 
for a lifetime, to the bondholder—who may not then be so popular 
as he is today!—the taxpayers may, by the wholesals, emigrate to 
the United States. Wealthy people, of more foresight than patriot- 
ism, after taking good care to sell out any holdings in government 
bonds, may change their residence to where taxes will not seem to 
be confiscation. The fate of European nations would then be simi- 
lar to that so common to “assessment” insurance companies, which 
after gaily loading themselves up with obligations, Icse their pay- 
ing membership and go into bankruptcy. 

But even such an outcome, or others which might be mained, 
would not substantially alter the main result, namely that the 
owners, whoever they are, of Europe after the war wil, during the 
re-building period, be eager borrowers and will lift up the rate of 
interest. 

I am quite aware that many business men believe, on the 
contrary, that the rate of interest will be low. Those who reach 
this conclusion reason along what I believe to be fallacious lines, 
in some cases even falling into that ancient pitfall of thought, the 
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“money fallacy” of interest, according to which the rate of interest 
is supposed to be inversely related to the amount of money in circu- 
lation. This and other fallacies I have discussed in The Rate of 
Interest and shall not discuss them here. 

It is worth noting that what has been said concerning the fu- 
ture rate of interest applies from the moment peace is in sight. It 
does not fully apply before that time. During the war itself the 
rate of interest has been, as I predicted that it would be, in 
the New York Times, August 30, 1914, extremely variable, owing 
to the fitful fluctuations of numerous changing conditions. In the 
world as a whole, it has been somewhat higher than before the 
war and tending during the war to grow higher in Europe and 
lower in the United States. 


LONG-TERM vs. SHORT-TERM LOANS 


There should be noted, however, an important distinction 
between short-term and long-term loans and this distinction is 
especially important during war. When, in war time, a business 
man makes a loan to run for a time so short that repayment is 
expected to occur before the comparative opulence of peace, the 
contrast between the needy present, when the loan is contracted 
and the still needy future when it is repaid is not as great as in the 
case of a long-term loan, the repayment of which is expected to be 
made after peace and prosperity have come. One is willing to 
repay more liberally after the crisis is over than during it. It has 
thus come about, as we should expect, according to the principles 
laid down, that the rate of interest on long-term loans has, in general, 
risen more as well as fluctuated less than that on short-term loans. 

As soon as peace is in sight or within a few weeks thereafter, 
long- and short-term loans will be more normally related, that is, 
the rate of interest on the two classes will be more nearly equal. 
For both, the rate will, I believe, rise immediately or soon after 
assurance of peace, the rate on short-term loans rising most, so as to 
catch up with the rate on long-term loans. 

It should be noted that we are here speaking of pure interest 
and not of interest with the alloy of insurance against risk. The 
test of the correctness of our results must be made, therefore, by 
reference to industrial securities rather than to loans of governments 
engaged in war. Undoubtedly the announcement of peace will 
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raise the price of government bonds, at least of the victorious coun- 
tries, because of increased confidence in the solvency of these coun- 
tries. But such a phenomenon means a lower risk and not a lower 
rate of interest properly so called. 


` THE INFLUANCE OF PATRIOTISM 


Additional reasons for these conclusions concerning a high rate 
of interest after the war are to be found in other directions. 

During the war patriotic fervor keeps the pure rate of interest 
below what it would be if the war loans were mace on a strictly 
business basis. In fact, it is probably true that most of the sub- 
scriptions to government loans are made, not so mach for invest- 
ment purposes, as “to help the cause.” As soon as the war is over 
this element tending to keep the rate of interest down will vanish, 

or at any rate, greatly diminish. Governments will have to renew 
their loans at real market rates. 

Thus far, I have spoken chiefly of the psychologic causes oper- 
ating on the rate of interest, but these psychologic causes are con- 
ditioned on objective physical conditions. I have spoken of the 
war as cutting down the income stream of society end leaving at 
the end of the war, therefore, a prospect of a rapid ascent out of the 
depression. 

The rate and manner of ascent, however, are not rigidly pre- 
scribed. There will be many different opportunities open to the 
survivors of the war from which to choose and the nature of this 
range of choice will be an important factor in fixing the rate of inter- 
est. Those who have the task of reconstructing Europe will be 
confronted with alternative methods and degrees of possible recon- 
struction. The manner in which the existence of many different 
optional methods of production and therefore of investment, enters 
into`the determination of the rate of interest, is very subtle, but 
very important, 

A land owner in the devastated regions of France or Belgium, 
may find that to re-build, re-stock, re-plant and fertiize his farms 
in a certain specific manner and degree will offer returns in the 
future out of all proportion to the required sacrifices ir: the present. 
That is, contrasting what he can expect from prompt and full re- 
pairs with what he can expect without them, he notes £ vast gain in 
the future for a small cost in the present. A present outlay on his 


Tre RATE or Inrarest Arrer THH WAR 249 


land of $10,000 may offer = return in future years equivalent to, 
say $2,000 a year, making a rate of return on sacrifice of 20 per cent. 
If, therefore, by mortgaging his land, he can borrow the desired 
$10,000 even at a high rate, indeed at any rate less than 20 per cent, 
he will be glad to do so. He will be an eager borrower because he 
has a great opportunity. Such great opportunities for large re- 
turns on small investments from the rapid re-building of Europe, 
the reconstruction of her cities, ships, warehouses, factories, rail- 
ways, roads, bridges, the re-stocking of dealers, will presumably be 
in evidence almost everywhere. The existence of such opportuni- 
ties,—that is, of large possibilities of future returns on present 
sacrifices,—will make men impatient, impel them to borrow and 
tend to raise the rate of interest. 


EFFECT oF INVENTIONS ON INVESTMENT 


The rare opportunities for investment which will present them- 
selves soon after the end of the war will probably be further enhanced 
by a number of technical inventions to which war always stimulates 
the mind of man. Inventions originally made for military purposes 
often have industrial uses, while, in addition, blockades and other 
interruptions of ordinary industry and commerce, lead directly to 
industrial inventions. An example of the first type may be seen in 
commercial submarines and aeroplanes, as by-products of military 
submarines and aeroplanes. Examples of the other type are also 
before us. American watch and clock manufacturers formerly 
imported their crystals but, the supply having been cut off by the 
war, and “necessity being the mother of invention,” they have 
devised new and improved methods of making crystals themselves. 
How many and how important may be the commercial inventions 
growing out of the war no one yet knows. I shall be surprised if in 
the aggregate the influenca of new inventions is not considerable. 
Inventions, by offering big future returns for comparatively small 
present sacrifices in developing the inventions, tend to raise the rate 
of interest. 


Crepit Witt RAPIDLY EXPAND 


Finally, one important result of the ending of the war will al- 
most certainly be a rapid expansion of credit which will tend to 
create a period of rising prices and a high rate of interest which 
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usually goes with such “boom” periods. In order to conserve 
gold, European nations are trying to get the public more used to the 
check system. Such a change, which has long been overdue on the 
continent, will probably, after the war, go on by leaps and bounds. 
The French government, for instance, is urging the people of France 
to practice deposit banking in order to “mobilize the national 
cash,” i.e., to draw it out of French stockings into French banks. 
The bank of France is distributing a pamphlet of 2xplanation and 
instruction in the American system. If this progncstication proves 
to be correct, the credit expansion will lead to a continued rise in 
prices, except so far as this result may possibly be checked by the 
resumption of specie payments, by a policy of contraction and by 
the cancellation of paper money. But, up to the present time, 
paper money inflation has not progressed far. According to Pro- 
fessor Whitaker, whose figures relate to the close of 1915, the paper 
pound sterling had depreciated relatively to gold, as measured by 
foreign exchange rates against the American dollar, only about 24 
per cent, the French franc only about 12 per cent, end the German 
mark about 21 per cent. Moreover, it is not lixely that these 
depreciations will be rapidly diminished in view of historical prece- 
dents after the Napoleonic wars, after the civil war, etc. 

Even if a policy of rapid resumption of specie payments should 
be adopted, I have little doubt, assuming that the inflation at the 
close of the war is not much more than at present, that, for many 
years after the war is over, there will be a general rise in prices, a 
general period of expansion and with it a high rate of interest, such 
as almost invariably accompanies boom periods. It would not 
surprise me if, within a year after the close of the war, the general 
rate of interest in England, France and Germany should average 
7 per cent or above. 


Interest RATES IN THE UNITED STATIS 


What has been said applies primarily to the wa:ring European 
countries and not to the United States. So far as tha United States 
is concerned, the effect will, I believe, be in the sams general direc- 
tion but not so pronounced. The credit relations connecting the 
two sides of the Atlantic will be reversed, we becoming lenders to 
Europe instead of borrowers from Europe. 

The level of interest rates in Europe has hitherto been below 
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ours and therefore tended tc draw ours down. Hereafter it will be 
above ours and will tend to draw oursup. We have already bought 
hundreds of millions of European securities or bought back American 
securities held by European owners. Mr. Loree, President of the 
Delaware and Hudson Railroad, estimates that a half billion of 
dollars’ worth of United States railroad securities alone were re- 
turned to this country from abroad inside of six months. 

It should be added that the present low level of the rate of 
interest in the United States is abnormal. Owing to the very sud- 
den increase in our gold reserves, which could be utilized by the 
banks only by extending their credits, these banks have extended 
their credit by offering low rates until their deposits become the 
requisite multiple of the reszrve. The low rate is simply a tempo- 
rary incident connected with the adjustment in the loan machinery. 
When the present readjustment is complete I anticipate that the 
rate of interest in the United States will be considerably higher than 
at present, quite irrespective of the ending of the war. 

The foregoing are some of the reasons why I cannot share the 
opinion of those who believe the rate of interest after the war will be 
low. It has been argued that Europe will be so crippled after the 
war as not to have much korrowing power. Now it may well be 
that the borrowing power of Europe will be smaller if the war is 
prolonged than if it were to end today. But the important point is 
that Europe, whether she be a big borrower or a little one, will be a 
borrower instead of a lender. Moreover, an outlet for American 
funds seeking investment will be found in those outlying countries 
formerly accustomed to borrowing in Europe. The Argentine and 
other South American countries and the Orient will tend to borrow 
hereafter in the United States. This result will also tend to raise 
the rate of interest in the United States. 

In closing, I would repeat that I realize the existence of un- 
foreseen elements and the fact that those which can be foreseen are 
unknown in their relative importance. This fact makes such a 
forecast as I have attempted only a very tentative affair. While 
I feel considerable confidence that the rate of interest in Europe, 
for many years after the ending of the present war, will tend to rise 
and that this country will zeel some effects of the rising tendency, 
no quantitative prediction as to the magnitude of this result can 
be other than a guess. 


THE NATIONALIZATION OF CAPITAL 


By Dr. M. J. Bonn, 
University of Munich. 


7 I Tae GROWTH OF International INVESTMENTS 


In the half century preceding the war there was a decided 
trend towards international finance. Capital flowed from some of 
the old countries notably England, Germany, France, Switzerland, 
Belgium or Holland into the newer countries. It was not a mere 
export of capital as it is commonly called, by which capital—what- 
ever meaning we may give to that somewhat multicolored term— 
migrated from one country to the other. The characteristic fea- 
ture of the movement was that though the capital itself emigrated 
its owners remained at home, drawing interest on their foreign 
investments and pocketing profits from their enterprises abroad— 
wherever such profits were made. In other words credits were 
given by the citizens of one nation to those of another nation on an 
ever increasing scale. . 

Some of these credits took the form of short-term advances 
repayable within a few months. They were used mostly for the 
movement of goods from one country to another. As such move- 
ments recurred periodically the advances had to ke renewed over 
and over again. They were a kind of international revolving credit. 

The older countries, England and Germany for example, were 
in the habit of paying cash for their imports of raw material. Their 
citizens no doubt used instruments of credit in their individual 
transactions. They paid the producers of copper and cotton by 
drafts on their bank. By selling these drafts immediately the pro- 
ducer got cash. Though the purchaser himself took up the draft 
only after it fell due, the banks had advanced the money for discount- 
ing it abroad, either through branch banks or through foreign cor- 
respondents. Broadly speaking imports were paid in cash, while 
through the same system of bank accommodation abroad exports 
wete sold on credit, of three to twelve months’ duration. A con- 
siderable share of the capital of England, and to some degree of Ger- 
many, was thus engaged in short-term credits to foreign nations. 
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A much larger share was permanently invested abroad, bear- 
ing interest or bringing dividends. The cost of transportation, the 
cheapness of raw material, the building up of protective tariffs, or 
the requirements of some patent law, forced manufacturers to start 
branches abroad. 

The German chemical industry, for example, had branches 
established in Russia, because import duties on their products were 
very high. They started some in England on account of the neigh- 
borhood of the greatest consumers, the British textile industry. A 
German candy making concern of international fame started 
branches in some countries, because the tariff made imports from 
Germany impossible. They went to England because the cheap- 
ness of sugar and of raw materials enabled them to hold their own 
on the British market, and to avoid hostile tariffs in foreign countries. 

Direct industrial investment was but one form of the inter- 
national advance of capital. Far greater were the sums of money 
loaned by one nation to another by means of issuing stocks, shares 
and bonds, through the different stock exchanges. Huge sums of 
foreign government loans were subscribed in Europe. They had to 
compete with bonds and shares of corporations which raised their 
capital in markets where the rate of interest was low. North and 
South America railroad corporations; South African gold mines; 
Near and Far Eastern enterprises vied with each other in competi- 
tion for the foreign market. Germany participated largely in these 
international credit operations. Her foreign investments before the 
war have been variously calculated at seven to eight billion dollars. 
It has been estimated that her investments in hostile countries alone 
were nearly five hundred million dollars. During the year preced- 
ing the war, the total amount of issues offered to subscribers upon 
the German exchanges reached six hundred million dollars of which 
about sixty-three million dollars were for foreign ventures.! 


II Inteicacms OF INTERNATIONAL FINANCE 


International financial (credit) relations were not restricted to 
loan transactions between groups of advanced countries and of new 


1In many cases the amount of stock issued is offered at the same time on 
several stock exchanges. It cannot be estimated how many of the subscribers 
are Germans. Moreover, it is not known to what amount German capitalists 
subscribe to loans in foreign stock exchanges. 
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countries. Countries were not coupled together in pairs of creditors 
and debtors: Germany, for example, had no monopoly of lending 
money to Turkey. She shared in these transactions with France, 
England and other countries. Finance was not merely what might 
be called bi-national; of late it had really become international. 
The creditor countries, England, Germany, France and others who 
loaned money to weaker states were tangled up among themselves 
as creditors and debtors. Their financial relations had become so 
close and intimate, they depended on each other to such a degree, 
that many a competent observer denied the possibility of a big war 
on account of that financial interrelation. A kird of international 
clearing house had grown up, and a kind of international stock 
exchange had been developed. London had become the center of 
international business. 

England’s geographical position made her the half-way house of 
central and eastern Europe for trade over sea. It made her safe 
apparently from foreign invasion. Her history aad her institutions 
guaranteed the safety of private property from injudicious govern- 
ment action. She was the heart of the British Empire which pro- 
duced a large percentage of the world’s raw materials. She had 
imported huge quantities of them while the rest of the world was yet 
satisfied to live on its own produce. She had evolved an excellent 
trading organization. Her banking system wes peculiarly well 
adapted for the granting of short loans essential to trade. She kept 
a much larger share of her capital for that purpcse than any other 
nation. Quite naturally she became the market, the clearing house 
and the banker of her own colonial empire. Hers was the greatest 
merchant marine and she did much of the carrying for other nations. 
She controlled the insurance systems of many ccuntries. She had — 
invested huge sums of money abroad, the interest on which had to 
be remitted. She owned the greater part of the world’s gold-produc- 
ing areas, from which a stream of gold converged in London. She 
received freightage, bank commissions and insurar.ce premiums from 
all the world. Her colonial empire offered far greater facilities in the 
near future than any other place in the world: she attracted men 
from all countries to her colonies. And to London she called the 
financial genius of many lands, especially from ‘Germany, by wise 
hospitality and the offer of splendid chances. 
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England as the World Center 


A triple result followed. England became the staple place for 
many imports. With a population of but forty-six millions, her 
imports were 3.7 biJlion dollars; while those of Germany, with a pop- 
ulation of sixty-seven million were 2.7 billion dollars. In the four 
years preceding the war, England’s reéxports of foreign goods were 
well over five hundred million dollars. England enjoyed a better 
market organization than her competitors. Dealing in futures, for 
example, was possible on a big scale. Though the consumption of 
copper in Germany was 260,000 tons, and the consumption in Eng- 
land only 140,000 tons, the turnover at the London Metal Exchange 
was 524,000 tons, whilst the turnover in Germany was 360,000 tons. 

The result of this was that international payments were made 
via London. International accounts were cleared in London. The 
exporters in South America and North America, as well as in the 
British colonies, wexe paid in bills accepted directly or indirectly by 
London banks. There was an enormous demand for those bills, 
and the pound sterling was the currency of the world. It has often 
been said that a draft on London was as good as gold. Up to the 
outbreak of the war this was true, and all the world used it for pay- 
ments. For limited areas only, the mark, the franc and the dollar 
were international currency. 


Germany’s Relations with London 

Germany settled a good part of her foreign trade payments via 
London. She imported large quantities of raw materials from 
British colonies. She exported goods to them. It was but natural 
to settle these bills via London. Non-British payments were 
settled in a similar way. The German banks erected branches in 
London or kept an account with London banks. They deposited 
with them a large amount of Germany’s floating capital, for English 
banks would never accept drafts for German accounts without being 
sufficiently secured and compensated. What held good of Germany 
held good of other countries, too, to a limited degree. They all kept 
balances in London. It has been estimated by the Frankfurter 
Zeitung that German credits in London were well over $500,000,000 
& year. 

Economic internationalism went much further. The vast 
domain of the British Empire produced many raw materials which 
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Germany wanted. German trading firms had to take permanent 
interests in those countries. The refining of Austrelian metal ores 
was largely done by German concerns. German companies fur- 
nished the power plants for the South African gold fields. British 
textile industries would never have maintained their primacy all over 
the world if it had not been for the close coéperatior of the German 
dyestuff industries, which established branches in England. 

There was quite an important counter-movemont of this sort. 
Some of the British concerns controlled German textile mills. 
British capital was very strong in the German cigarette industry. 
Bills on Berlin were bought in England, partly for the settlements 
of-eastern Europe payments, and partly for capical investments . 
whenever the rate of interest was high. 

These investments were overshadowed by the vest participation 
of German capital in flotations on the London Exchange. The 
London stock exchange had lately become the international stock 
exchange. The number of securities listed there was greater than 
anywhere else. It was well organized and honastly managed, 
though it gave greater chances to the gambler than its German 
competitor. l 

In Germany no issue was admitted for quotstion without a 
detailed prospectus. The information contained ir the prospectus 
was carefully checked by an official committee before quotations 
were permitted. Moreover, no shares of less thar. $250 could be 
issued. Dealing in futures was very restricted. Eisky issues like 
gold mines or rubber shares could not befloated. People who wanted 
to risk their money in comparatively small sums had to do it in 
England. Foreign shares subscribed abroad could not be traded 
on the German stock exchange without paying a heevy tax. More- 
over, the claims of home industries had been strong for many years. 
The rate of interest in Germany was higher than in England and in 
France. It was cheaper to borrow money in London and in Paris. 
The best foreign securities as well as the most risky cnes were quoted 
there, and many a conservative German capitalist invested the bulk 
of his money in good foreign securities, while he gembled with the 
rest in gold shares. There was a time when the trokers handling 
South African mining shares kept a small army of traveling salesmen 
going all over Germany. On the other hand, first-c'ass investments 
like American railroad shares were largely subscribed in London by 
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German capitalists. Moreover, most foreign bonds and shares 
quoted in Germany were listed in London and Paris as well. Very 
often it was more profitable to buy in London than anywhere else. 
In that way a large share of Germany’s permanent investments, not 
only in British securities but also in other foreign securities, were 
made in London. This state of affairs was openly acknowledged in 
England. There was a regular influx of German brokers and finan- 
ciers into the London stock excharge. They brought with them 
their nimbleness of wit and their power of adaptation, and they 
brought, too, a crowd of German customers. Patriotic Englishmen 
have lately denounced them as “our German exploiters, ” forgetting 
evidently that they made their money out of their German com- 
patriots at home and spent it in England. 


TI] NATIONALIZATION OF Frxance Now UNAVODABLE 


Long before the war, a movement against the internationaliza- 
tion of capital had sprung up in Europe. This started in Frande 
but it found an echo in Germany and in England. Protectionists 
realized that the export of capital on a credit basis worked againgt 
their policy. If new countries were quickly developed by capital 
drawn from home, great quantities of competitive goods might be 
cheaply raised, cheaply transported and cheaply marketed. The 
development of a huge wheat-growing area in Mesopotamia might 
offset the high duties on wheat in Germany, and lower the price for 
the consumer. At the same time the outflow of capital to more 
productive fields abroad would raise the rate of interest at home. 
The margin of profits for protected interests would be decreased. 
These arguments were easily answered in the days before the war: 
as long as nations relied on foreign supplies, economic expansion 
by means of advances to new countries is beneficial. Foreign loans 
very often gave the control over foreign markets. The possession 
of international securities is a great asset in time of trouble as they 
can be liquidated abroad. Internationalization of payments 
reduces the cost of payments and equalizes the rate of interest all 
over the world. Moreover, it was thought that financial inter- 
nationalism is the forerunner or a powerful ally of a permanent 
world peace. 

This answer will not be deemed sufficient today. All the world 
has realized the danger of international dependence in time of war, 
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International communications can be cut by any power which con- 
trols the sea. Since the American government has accepted the 
principle that the maintenance of international trade between 
neutrals in time of war is not vital, provided the damage done to 
individuals is properly paid for afterwards, the sheet anchor of the 
world’s international communication is gone. Wish the oncoming of 
“nationalization of business,” the nationalization of finance seems 
unavoidable. 


IV Tan War’s Errect on GERMAN FOREIGN INVESTMENTS 


It is very unlikely that European countries, or even groups of 
countries, will become completely self supporticg. However big 
the groups and however excellent their organization may be—they 
will depend upon foreign supplies. As far as Germany is concerned 
she will try to get them by land, which is the real meaning of the 
proposed plans of the Central European Customs Federation. But 
she will not withdraw from foreign commerce oversea. She will 
not rely upon them as she did before. She will use her capital for 
foreign investments as she has done in the past wherever it is to her 
interest to develop the resources of foreign countries. But foreign 
credits will be more exclusively extended to ccuntries in whose 
codperation full confidence can be placed. 

The war no doubt will throw a very heavy burden on Germany. 
No one can foretell what her future productive power will be. But 
two features are clearly outstanding: 

1. Germany has undoubtedly disposed of a considerable part 
of her foreign securities, but she has retained a larze share of them. 
The property which is withheld from her citizens >y the Allies was 
estimated at $500,000,000 before Italy and Roumenia declared war 
on her. A large part of her neutral securities has not been sold as 
there were not available markets for them. All of these sums will 
be released when peace is made. No doubt Germany will have to 
re-stock her stores at that date. She may have to contract short- 
term foreign loans in order to prevent the efflux of gold, her un- 
touched assets are more than sufficient for such transactions. 

2. Germany will remain a creditor nation. She has con- 
tracted no foreign obligations during the war. However heavy 
the burden may be, her people will not be compelled to pay tribute 
to foreigners. 
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V Decurmem or Lonpon’s FINANCIAL Prustien 


While the relations between debtor countries and creditor 
countries will continue, and while Germany will partake in them, 
international finance, in the sense of that close coöperation of 
capital which existed before the war, will not revive for a long time. 
The London money market will not be used by borrowing nations 
in the future as it has been used in the past. It will not any longér 
be the place where the capitalist nations of the world meet to do 
their work in joint coöperation. 

As far as settling international trade via London is concerned, 
some vital changes are sure to occur. The old belief that a draft on 
London is as good as gold has been shattered. England was forced 
to declare a moratorium. She was forced to do so because she was 
the international center of the world. As soon as the interna- 
tional trade machinery came to a standstill, payments to England 
were difficult to make, and England was not rich enough to meet all 
the demands on her. In other words, the banker of the world had 
to postpone payments because many of his clients had to do so, and 
because his own resources were not strong enough to carry him 
through. ‘Lombard Street,” a British author wrote, “will have 
to modify its boast about the only free and open money market in 
the world.” 

It is quite possible that this moratorium was a wise and un- 
avoidable measure. It is absolutely clear that it has demonstrated 
to the world, and especially to the neutrals, the danger of keeping 
their bank account with a country mixed up-in all business and in all 
struggles of the world. However excellent service the international 
mechanism, especially in London, may have done, the dangers in- 
herent in such an international financial machinery have been clearly 
demonstrated. In the near future people will be shy of such forms 
of internationalism, which no doubt do cheapen business in time of 
peace but lead to bankruptcy ‘when war breaks out. 

If a country could be found with all the natural and political 
advantages England enjoyed, she might take the place of England, 
if her neutrality were assured under all circumstances. But even 
then no country would be rich enough in her own liquid resources 
to pay her debts to her creditors when her own debtors failed. At 
the outbreak of the war the United States paid both England and 
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France though both failed to pay her. This country could do so 
because its international commitments were comparatively light. 

The United States is not likely to take the place of England as 
a center of international finance. Commodities en route to Europe 
do not pass her shores and never will doso. Their economic policy, 
their commercial policy, their corporation and stock exchange legis- 
lation are far less stable than those of England. In that respect the 
advantages of a free trade country are not at the disposal of a protec- 
tionist country. But America is sure to do the financing of her own 
trade. As she will no longer be indebted to England, there will be 
no need for her to send the same amount of remittances to London, 
and the same will hold good of other debtor countries whose bonds 
England is selling to the United States. Their place in London will 
be taken to a certain degree by the British Dominion and Allies. 

There will be no need to finance American imports via London. 
The demand for London drafts from America will be much smaller. 
And it is not very likely that the payments on foreign account for 
Russian and Italian product, for example, will go vis London. Even 
if the economic schemes of the Allies are realized, Germany certainly 
will not finance her imports from Russia via London. As far as the 
British colonies aré concerned, she will have to do so if she chooses 
to buy their goods. If the colonies refuse to do business with Ger- 
many, they will facilitate Germany’s financial emancipation from 
London, as she can get the raw products needed from other sources. 
She will pay for them either directly or via New York. Countries 
or groups of countries will settle the payments of their exports and 
imports directly. ‘They will try to oust superfluous financial 
intermediaries. 


VI Prrwangent Errects or British Poricy 


Far more important will be the effect of the war on permanent 
investments in foreign countries. These permanent investments 
may be roughly divided into two groups: 

1. Establishing of commercial and industrial firms in foreign 
countries. 

2. Participation in foreign enterprises by investments abroad 
in government bonds and corporation stock and bonds. 

As far as those investments are concerned, the war has brought 
about a very great change. To begin with, a recrudescence of the 
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protectionist spirit is visib.e all over the world. There will be a 
cry for the creation of national mdustries at very great sacrifices, 
as the war has shown the danger of such industries under foreign 
domination. Countries will favor the influx of capital into such in- 
dustries, as the Germans have done with nitrates and the English 
with dyestuffs. They will prevent the efflux of capital as long as 
home requirements are not fulfilled. 

The investor himself will be far less eager for investments 
abroad than he was before. The closing of ali stock exchanges all 
over the world has made it difficult for him to realize his foreign 
assets, even if they were first-class. The moratorium enacted in 
nearly all countries with the exception of Germany, shows the risks 
of buying foreign bills. Moreover, the foundation of the inter- 
national financial fabric hes been smashed deliberately. 


All Payments to England’s Enemies Forbidden 


In that respect, England was the leader. As early, as August 
5, trading with the enemy was forbidden in England. The first 
proclamations which were neither clear nor stringent did not stop 
the payment of debts. Leter on all payments to business residents 
in the enemies’ country were forbidden. Dividends, interest, profit 
on securities or on participations in some business belonging to 
Germans and to people residing in Germany, were withheld from 
them during the war. They were to be paic into the hands of a 
custodian. This custodian was empowered to collect all revenues 
belonging to enemy sukjects. Moreover, all enemy property, 
companies, corporations and private firms were handed over to a 
controller who became their receiver. Transfers of enemy property 
to neutrals were stopped. 

In other words, the capital of enemy subjects in the British 
Empire was sequestered. The revenue accruing from it was with- 
held from them. Their business secrets were wormed out, their 
books were inspected, their property was to be managed in the 
public interest and not in the interest of the party concerned. As 
the object of this legislation was to damage enemy subjects, the 
administration of their property was very often made as harsh as 
possible. Competitors of British firms were deliberately ruined, 
stocks and shares were sold without regard to the owners’ interest, 
collateral securities were disposed of at a loss. Not only British 
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securities but neutral securities deposited in London were dealt 
with in that way. I know of an old lady living in Germany, whose 
income is derived from American securities listed ia London. Sha 
does not get a cent from them. I know a small pens oner in Munich 
who is deprived of her pension from England. Even German 
citizens living in the United States cannot get their dividends from 
England. 
Retaliation by Germany and Austria 

British legislation was inaugurated on August 5, 1914. It was 
quickly copied by the Allies. As a matter of course, Germany and 
Austria retaliated. At the beginning the advansage was with 
England for her obligations to Germany were far arger than her 
own investments in that country. She wanted to cripple the enemy 
and did not think of future developments. She was not quite suc- 
cessful in many ways. She could not stop liquidation of German 
securities in neutzal markets, but she seemed to be a gainer in the 
beginning. The unpaid trading debts of the cenzral powers in 
England were but one million pounds. Affairs ckanged quickly 
with the entrance of Turkey into the war, a country which owes 
large sums to Ergland and especially to France. Following the 
Allies’ example she confiscated their investments and cancelled their 
concessions. The entrance of Portugal and Italy end Roumania 
has restored the balance in favor of the Allies. Bur the economic 
benefit derived frem such measures must be much smaller than was 
originally considered. An absolutely reliable balance between the 
assets and the liabilities of the different nations cannot yet be 
struck. 

The Permanent Effect on International Fincnce 

What is far more important than figures is the deathly blow 
dealt to the system of international finance. Before the war, 
continental investcrs liked to spread their risks. Theyfelt convinced 
that their investmants were safe. It might be doub:ful whether a 
government would go on paying interest on their debt to the enemy 
when war broke out. Japan has done so punctilious y to her Ger- 
man debtors. But private property and private obligations seemed 
to be quite safe. As private property cannot be corfiscated even 
in occupied territory by a hostile army, there seemed tə be no reason 
why the possibility of confiscation should be taken into account, 
where no direct military necessity was involved. England’s con- 
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ception of international law which is based mainly on maritime 
law, aiming at the destruction of private property, did no doubt 
furnish arguments for the legality of such precedents. The accep- 
tance of the Declaration of London seemed to show clearly that 
England was giving up her old ideas. It seemed to make investors 
quite safe. They have been grievously disappointed. Whatever 
conclusion lawyers may come to about the legality of such seques- 
tration will be of great legal importance when the question of com- 
pensation is discussed. As far as the essential financial relations 
between nations are concerned, the legal learning exhibited during 
the war is of little weight. 

What does matter is the experience people have gone through. 
They have learned that their foreign investments, whatever form 
they may take, are not safe in hostile though civilized countries. 
They have learned that neutral securities are not safe when listed 
in such countries or when intercepted at sea even if protected by 
neutral mails. They have learned that corporations or firms owned 
by them but domiciled in neutral countries can be boycotted with- 
out protection by friendly neutral goverments. For the most 
valiant protest is no protection. They will draw their conclusions 
from their experiences and nationalize their finance. If inter- 
national law experts can show them that all of these acts were 
lawful, so much the worse. For that would guarantee them that 
such acts may be repeated without fear of punishment or hope of 
compensation. No country has learned sadder lessons from the 
war in that respect than Germany. She and her Allies will draw 
their own conclusions. A reconstruction of economic policy all 
over the world will take place, by which nations and states will be 
distributed in big economic groups. They will overstep their 
group boundaries wherever national interests are at stake for the 
exploitation of new countries oversea. But the old unorganized flow 
of capital towards the largest profits abroad, is not likely to con- 
tinue. There will be a d-awing apart of nations and groups in 
economic life and with it a considerable setback to international 
finance. 


LONDON AND NEW YORK AS FINANCIAL CENTERS — 


By E. L. STEWART PATTERSON, 
The Canadian Bank of Commerce. 


Since the beginning of the present European war there has been 
a great deal of discussion in the financial papers and elsewhere as 
to the effect of the war on London’s position as the financial center 
of the world and the probability of New York succeeding in assuming 
and keeping the position. It is, of course, natural that the serious 
interruption in shipping, commerce and exchange throughout the 
world would minimize for the time being London’s supremacy, es- 
pecially when the stupendous task of financing not only Great 
Britain’s munition requirements but those of her Allies devolves 
upon her. 

There is no question that at the end of the war, New York’s 
position as an exchange and financial center will be vastly enhanced 
but not necessarily at the expense of London. Sovereigns and dol- 
lars are the only two important mediums.of exchange that have 
been at all reliable since the war commenced and this will no doubt 
put both of these exchanges immeasurably ahead of the exchange of 
any other country at the end of the war. 


Tam REASONS FOR LONDON’S SUPREMACY 


London has been for centuries the commercial clearing house 
of the world. This is due not only to its central situation, its im- 
mense foreign trade and its large mercantile navy, but also because, 
through its highly perfected banking system, it provides facilities 
of such magnitude and of such entire efficiency for the final settle- 
ment of exchange operations, that drawers or negoziators of bills 
in every quarter of the globe gave preference to sterling over any 
other form of exchange. It has been estimated that nearly 90 per 
cent of all letters of credit issued throughout the world were, prior 
to the war, drawn in English money. Lloyd George, in commenting 
on the unique and commanding position of Great Britain in in- 
ternational trade and the consequent serious responsibility placed 
upon her at the outbreak of the war, said in November, 1914: 

i 284 


FINANCIAL CENTERS 265 


We had not merely our own business to run; we were an essential part of the 
machinery that ran the whole international trade of the world. We provided the 
capital to raise the produce; we carried half the produce, not merely of our own 
country, but of the whole world. More, we provided also the capital that moved 
that produce from one part of the world to another, not merely for ourselves, but 
for other countries. 

I ask anyone to pick up just one little bit of paper, one bill of exchange, to 
find out what we are doing. Take the cotton trade of the world. The cotton is 
moved first of all from the plantations, say, to the Mississippi, then it is moved 
down to New Orleans; then it is moved from there either to Germany or Great 
Britain or elsewhere. Every movement there is represented by a paper signed 
either here in London or Manchester or Liverpool; one signature practically is 
responsible for the whole of those transactions. Not merely that, but when the 
United States of America bought silk or tea in China the payment was made 
through London. By means of these documents accepted in London, New York 
paid for the tea that was bought from China. We were transacting far more than 
the whole of our own business; we were transacting half the business of the world 
as well by means of these paper transactions. What is also important to establish 
18 this: that the paper which was issued from London has become part of the 
currency of commerce throughout the world. 


In considering the possibility of New York being a successful 
rival for supremacy as the exchange and financial center of the 
world, we can do no better than review some of the principal reasons 
why London has hitherto held that position and, it will be realized 
that New York must duplicate these conditions in great part if not 
in entirety before London can be dethroned. These reasons and 
conditions can be tabulated briefly under three headings, physical, 
psychological and economic. those coming under the first heading 
are of course unalterable, under the second heading can be remedied 
in time through education and training and under the third heading 
are matters of legislation and custom. 


I. Paystcan CoNDITIONS FAVOURABLE TO LONDON 


London is situated on the threshold of Europe in the heart of 
the world’s commercial activities, directly opposite the estuary of the 
Scheldt and nearly opposite that of the Rhine and is within a short 
distance of every important exchange center in the world with the 
exception of New York. This alone may be considered as an in- 
superable obstacle to New York’s ambition. 

London has the advantage of ice and fog free water lanes to 
every large port in the world with the exception of New York; the 
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climate is equable and liquids and perishable goode run little or no 
danger of freezing in winter. ` 

The restricted insular area of Great Britain, a cittle larger than 
the state of Minnesota, is also an important factor, as it not only 
affords an immense seaboard compared with its sze, but concen- 
trates the population. A frequent and rapid transit service makes 
Great Britain practically one large city with London as the business 
center. Every bank in the country has a branch cr correspondent 
in London, carries its reserves there and clears direct with every part 
of the country through its London agent. -The economy of re- 
sources effected by this natural concentration of funds is seldom 
realized and is worthy of study. The insular position of London 
renders it comparatively free from the danger ef invasion and 
seizure by a hostile power and this immunity has been a factor in 
making London a world depository. 

The geographical situation of Great Britain, coupled with her 
willingness to invest money in international utilities, has placed her 
in a unique position as regards mail and cable faciities. Through 
her immense mercantile navy London has direct communication by 
fast steamers with every important port in the world and conse- 
quently acts as a foreign mail clearing house for all other countries. 
If French, German or Dutch steamers afford a faster service to any 
point they can be utilized with little or no loss of time. 

As Great Britain owns and operates two-thirds >f the submarine 
cable mileage: of the world, it is natural that London should be a 
great cable center with practically direct communization the world 
over. This service is now supplemented by a far flung system of 
wireless stations. Furthermore, under normal conditions, every 
main railroad on the continent of Europe gives its best service and 
equipment to its London mail train. The Trans-Ciberian Railway 
already gives access by rail to the Pacific and it is oaly a question of 
time to the establishment of through connections with India, China 
and South Africa. a” 

In dealing in foreign exchange and stocks London is the center 
of the world as regards time. She knows the concitions in eastern 
markets before they close and is open long enough to operate in 
New York before her own markets close. Her position is therefore 
pivotal as regards time and distance. Time is the essence of an 
exchange transaction, a day’s delay may turn a profit into a loss 
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and, granting that New York has the means and enterprise to create 
an efficient steamship and cable service in due course, how can she 
eliminate the more serious handicap of distance by water from all 
other financial centers? 


II. PSYCHƏLOGICAL CONDITIONS 


Perhaps a better heading than this would have been national 
characteristics. Great Britain is a land of slowly acquired fortunes 
and the banker and merchant there are content with small profits 
and slow returns. They have long realized the fact that trade 
follows the loan and have therefore been willing to invest money in 
foreign countries with no prospect of recovering immediate returns 
or large profits, and the financing of these loans abroad has been an 
important factor in making the London money market so supreme. 
It is doubtful if the American is adapted temperamentally for 
operations of this kind or for the small profits of the exchange opera- 
tions connected therewith. The United States has still a vast area 
in proportion to its population, its natural resources are not yet 
fully developed and it is a country of large and rapidly acquired 
fortunes. It will, therefore, be many years before the investors and 
entrepreneurs are forced to direct their attention to foreign fields. 
Great Britain, before the war, invested over a billion dollars an- 
nually in foreign enterprises and at the beginning of the war had 
between twenty and thirty billions so invested. The United States 
at the same time was a debtor nation for over six billion dollars, and 
allowing that some two billions of this amount has been paid off or 
absorbed in the past two years of the war she will still have to in- 
vest nearly twenty-five billion before she is on an equal footing with 
Great Britain in this connection. 

The average family of Great Britain is large compared with 
that of the United States and there is little room and few oppor- 
tunities at home for the younger sons. This class man the army, 
the navy and the mercantile marine and go abroad as clerks, etc., 
to foreign and colonial banks and commercial houses, the more 
venturesome, as soon as they acquire experience, carry British trade 
and prestige to new and undeveloped countries,—British subjects 
are found everywhere, no matter how remote the place. 

The young American, on the other hand, has so many oppor- 
tunities at home that there is little inducement to venture abroad 
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except for pleasure. He is probably the only son of the family and 
takes up his father’s business or is assisted in setting up in business 
for himself. If he does go abroad, he is not content with a subordi- 
nate position, but wants to be his own master and strike out for 
himself. Preferably he goes back home to do tkis. We might 
instance the experience of the International Banking Corporation, a 
state bank, chartered in Connecticut with foreign ranches chiefly 
in the Orient. This bank, though an American institution, is 
manned principally by Englishmen. It will be inter2sting to watch 
the personnel of the staff of foreign branches of the national banks 
established under the Federal Reserve Act. 


Sectional Jealousies in the United States 


To be a world center of finance it is essential that a city must in 
the first place be the unquestioned financial center of its own 
country. London is indisputably recognizad as the financial 
center not only of Great Britain but of the Britisa Empire. No ' 
local jealousy is evinced by Birmingham, Liverpcol, Glasgow or 
other large cities as to London’s supremacyinthisregard. New York 
is the principal financial center of the United States, but it is not 
the only financial center. Chicago, St. Louis, San Francisco and 
other important centers are strong competitors witk New York for 
domestic business and to a certain extent for fcreign business. 
Aside from sectional jealousy, the vast area of the United States 
makes this competition inevitable. Will these zities abandon 
selfish motives and aid New York in her ambition: Will not the 
expansion of the country’s foreign trade accentuete rather than 
diminish this competition? Chicago and Minneapolis will share 
in the development of the great Canadian West, Sam Francisco will 
become more and more important with the extention of business 
with the Orient and New Orleans will beneiit by the opening of the 
Panama Canal and the expansion of trace with South America. 
The United States is not a country but a collection of countries or 
commonwealths of which New York State is only ane. The tend- 
ency is to minimize New York’s financial supremacy rather than to 
assist it. A study of the discussions on this feature preceding the 
passing of the present Federal Reserve Act will bear out this state- 
ment. 

It is not a question of the ability and enterprise cf the American, 
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but one of his overcoming the handicaps of temperament, environ- 
ment and tradition and we might add prejudice and suspicion as the 
world has not yet forgotten the frequent and serious crises in Amerie 
can financial history. 

Mr. Hartley Withers in his excellent book, The Meaning of 
Money, puts the case succinctly as follows: 


It is a cherished ambition among Americans to see New York some day es- 
tablished as the monetary center of the universe, and with their vast natural re- 
sources and population there is no doubt that the United States can achieve any 
material tasks that they choose, if they can learn the necessary lessons and develop 
the necessary character. At present the characteristics of the typical American 
business man seem to fit him to do most things better than banking. His haste 
to grow rich, his eager enthusiasm and buoyant optimism followed by plunges into 
apprehension and depression, his quickness and versatility, his keen sensibilities, 
hus craving for speculative excitement, and his genius in exaggeration—all these 
qualities make him an excellent producer, a first-rate distributor, a miraculous 
advertiser, an unapproachable gambler, and a somewhat questionable banker. 
There are hundreds of good bankers in the United States, who take a scientific 
interest in the problems of their business such as is comparatively rare among their 
English brethren. But they are developed in spite of their environment, and of 
the atmosphere of eager enterprise which makes it difficult to observe the humdrum 
laws and limitations of banking. 


London’s supremacy is’ the cumulative result of numerous 
forces, political as well as economic, spread over a long series of 
years during which time the world has learned to think in terms of 
British money and the bills of exchange on London have been raised 
almost to the dignity of an international currency, while the safety 
of the Bank of England and the value attached to the word 
“sterling” have become proverbial. Sovereigns and to a great ex- 
tent Bank of England notes pass current the world over without 
recourse to money changers. The dollar and the dollar bill must 
be made equally well-known and acceptable. 


The Influence of Custom and Tradition 
It must not be overlooked that, when an international business 
is so long established and well centralized as the money market of 
London, the world will continue to use it as a matter of convenience 
rrespective of the possibly superior facilities of New York. The 
financial roads to London are well defined by much travel, and busi- 
ness tradition will fayor the old stand; it is human nature the world 
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over to follow ths cow track across a pasture no matter how oblique 
its direction. 

One of the main foundations upon which Londor’s position rests 
is the world’s estimation of ita credit. This credit is zried and sound, 
backed by great resources, and hes been reared upcn the trust and 
confidence in the honcrable tradition of British business ethics and it 
is unlikely that the world will have cause to revise its opinion after 
the warisover. Inarecent article in the London Barkers’ Magazine 
a writer (Mr. Benjamin White) says in part: 


As to what will be the credit of the British Empire among the nations of the 
world after the war, there is no reason to imagine that it will be diminished. The 
burden of financing our great allied nations has fallen upon her shoulders. The 
bonds of trade between the Allies will be forged closer, and it wil be done in Great 
Britain’s workshops. If the British nation were effete and decadent, there might 
be some reason to fear that hands which tried in vain to snatch the trident from 
its grasp might rob it of its financial crown. But the fact that Zour to five million 
of the Birtish race heve flown to arms voluntarily in order to defend their heritage 
gives to such an insinuation the lie direct. The British race is still virile and the 
world will not be discouraged from leaving its balances in London when it reflects 
that London’s sons have shed their blood willingly in Flanders to maintain the 
honor and credit of British plighted word. British banking will not attract less 
confidence abroad when it is found that the shook of the greatest war the world has 
ever seen has not disturbed its equilibrium. , A liner in foreign ports flying the 
British flag will be ncne the less welcome because the British navy will have crushed 
a revival of piracy upon the main, and by so doing will have sesured the freedom 
of the seas to all peazeful traders. 


Ill. Economic FACTORS 


The principal economic factors which tend to enhance London’s 
position as a financial center may be considered under the following 
heads: 


Free Gold Market 

Liquid Discount Market 

Stability of Monzy Rates 

Immense Mercantile Navy 

Great Foreign Export and Import Trade 

Tariff 

Excellent Banking System at Home and Abroad 

The Numerous Branches of Foreign and Colonial Banks Established in 
London 

Freedom from Panics and Financial Disturbance 

Free Navigation Laws 

Marine Insurance, etc., and reliable Ehip Registration 
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London a Free Gold Market 


Of the four great exchange centers of the world, London, New 
York, Paris and Berlin, London is the only one that can always be - 
depended upon to meet every legitimate trade demand for gold, 
which means that there is no delay or premium entailed in realizing 
gold on a bill expressed in English money. It is payable in pounds 
sterling which represent a definite and immutable weight of fine 
gold. Great Britain adopted the gold standard unequivocally in 
1816, over one hundred years ago, and has not departed from it 
since, even to the extent of charging a fractional premium on gold or 
by restricting its export by legal or sentimental embargoes. Even 
war conditions did not deprive the Englishmen of the privilege of 
converting Bank of England notes into gold and, if he were willing 
to take the risk of shipping it, he could pay a debt in Europe or 
America without let or hindrance. Hon. Walter Runciman, 
President of the British Board of Trade in speaking recently of 
Britain’s trade and financial power said: 


It never has been necessary for us to prohibit the export of gold. We are 
prepared to meet our liabilities on a free gold basis. Since August 1914 Great _ 
Britain has exported £13,850,624 gold bullion and coin in the ordinary course of 
business, in addition to large sums exported by the Bank of England for Govern- 
ment account, and no individual is prevented from meeting hus liabilities abroad 
jn this way if he prefers to settle by bullion transactions. 


Even in normal times other nations have not assumed this 
position. The Bank of France always reserves the right to pay in 
either gold or silver so that in times of stress it could charge a 
premium on gold. The Imperial Bank of Germany though theoret- 
ically obliged to pay gold makes it very uncomfortable for any bank 
or customer who hasthe temerity to demand gold for export purposes. 
Both France and Germany, since the war, have abandoned any 
attempt to maintain a gold basis. 

New York, though generally willing to part with gold for export 
purposes, was—at least up to the establishment of the Federal 
Reserve system—handicapped by the lack of machinery for the 
efficient and economical mobilization and control of the gold re- 
serves of the country. 

England is not only committed to an undeviating policy to 
maintain a free gold market but enjoys peculiar advantages in this 
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connection.. Great Britain is not only the largest creditor nation of 
the world but also controls and supplies, within the British Empire, 
nearly two-thirds of the raw gold output of the wcrld and has the 
control automatically, independent of any exchange movements, of 
over $350,000,000 newly mined gold each year. Owing to this 
natural gold income Great Britain has been able to maintain her 
position as a free gold market during the whole period of the war 
and its bank notes and treasury notes have been and still are redeem- 
able in gold at the Bank of England on presentation. 

It is true that since the war London’s activities as an interna- 
tional gold market have been curtailed owing to the disturbances in 
trade routes and difficulty and risks of ocean transportation, but, 
so important is the certainty of the English monetary standard and 
financial policy to the merchants and brokers of the world, that it is 
unlikely that the war will cause more than a temporary recourse to 
other methods of settling international obligations. 


Also a Liquid Discount Market 

The natural complement of a free gold market is a liquid money 
market capable of absorbing bills o? exchange to an almost unlimited 
amount. This unique feature of the London market makes a 
first-class bill of exchange on London as acceptable as gold. The 
strength and broadness of the London market, apart from the natu- 
ral resources of the country, lie in the ebb and flow of foreign capital 
through the machinery of the branches of foreigm and colonial 
banks established there. 

Although London does not particulerly enccurage the es- 
tablishment of foreign banks, it, on the other hand, does nothing 
to restrict the movement and allows fresdom in banking privileges 
to all comers of good standing. This broadminded policy though it 
perhaps affects to a certain extent the individual interests of some 
of the British banks is recognized as of great importance to 
London and the country in general, and therefore indirectly to the 
banks themselves. These branches of foreign ban«s, with their 
network of correspondents throughout the world, m addition to 
their direct influence on the exchange situation, g-ve invaluable 
assistance to the Bank of England in preserving the aquilibrium of 
the money market. 

The policy of New York in connection with foreign banks is 
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just the reverse of that of London and is apparently based on a local 
and narrow point of view. New York bankers have always dis- 
couraged the establishment of foreign banks in their midst and have 
evoked state legislation and other means to this end. A few foreign 
banks are represented by agents, not by branches, they cannot take 
deposits or discount commercial paper and their activities are 
practically restricted to making call loans and dealing in foreign 
exchange. 

The London discount rates are controlled by a central institu- 
tion, the Bank of England, and changes in the rate are not only 
infrequent but seldom rise above 6 per cent. By this control of 
the money market through the bank rate as it is called, the Bank of 
England has been able to attract gold to London by raising the rate 
whenever the exigencies of commerce and the exchange situation 
require it. 

Reference has already been made to the ability and willingness 
of Great Britain to invest its large surplus income in foreign and 
colonial securities and thus provide foreign countries with the means 
of paying for British merchandise and machinery. The movement 
of such investments forms a large part of the so-called invisible ex- 
ports and imports and is necessarily an important factor in creating 
exchange and adjusting international balances. 


The Mercantile Navy and Tariff 


The absence of a tariff in Great Britain except on a few specific 
articles is of great importance, as not only do foreign goods find a 
ready market, but it permits British merchants and others to im- 
port goods into Great Britain free of duty and export them at their 
convenience. London and the other important seaports of Great 
Britain correspond to the freight yards at railway centers, cargoes 
consisting of goods of every description pour into these ports from 
all parts of the world and are there sorted into mixed cargoes to be 
despatched to various countries. In other words London also acts 
as a, clearing house for cargoes. 

The United States is so irrevocably committed to a high tariff 
that it is unlikely that any appreciable modification will be possible 
for some time to come, though this obstacle in New York’s path 
might be removed in great measure by the establishment of free 


ports. 
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Large amounts of British capital have been invested in the 
establishment of British banks in her colonies and in foreign coun- 
tries with head offices in London, and these render invaluable as- 
sistance in the operation and preservation of British foreign trade 
and commerce. 

Great Britain possesses a mercantile navy second to none in 
the world. This not only means an immense toll on the world’s 
commerce in the way of freight, etc., but also enables Great Britain 
to govern to a great extent the destination of cargoes. Incidentally, 
with her large ship owning, Great Britein is naturally interested in 
marine insurance, and owing to the excellent standing of her in- 
surance Companies does an immense business in foreign marine in- 
surance. Lloyds, an association of English underwriters of marine 
insurance, collects and distributes by cable reliable maritime in- 
telligence through its agencies established in every part of the globe; 
it also issues Lloyds Register, giving the rating, etc., of every British 
and foreign ship. : 

British navigation and shipping laws are liberal. A foreign ship 
is in the same position as a British ship with regard to British trade, 
and foreign ships engaged in the coasting trade are not subjected to 
higher port rates than British ships (141 Custom Law Consolidation 
Act 1876). British law affords equitable protection to both British 
and foreign seamen, but avoids emasculating the service by undue 
paternalism. 

The navigation laws of the United States have always been a 
serious handicap to her shipping business and the recently passed 
La Follette’s Seamen’s Law will still further embarrass the unfor- 
tunate American ship Owner. i 


England’s Enormous Foreign Trade 


Under normal conditions Great Britain has an inmense export 
and import trade with every part of the world. This great com- 
merce is not only of material benefit to the country generally but the 
constant flow of inward and outward remittances forms an in- 
valuable nucleus for London’s foreign exchange cperations, and 
bills of exchange can be bought and sold in London drawn on any 
place in the world, no matter how remote. For the year ending 
December 31, 1913, the imports of Great Britain were £768,734,739 
against exports of £634,820,326 representing shipments from and to 
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every country of the world. At the end of 1915, excluding certain 
goods belonging to the British and allied governments, the figures 
. for which are not available, the exports were £483,444,459 against 
imports of £853,756,279 a shrinkage of about 23 per cent. It is 
evident that Great Britain is still able to maintain the bulk of her 
export trade notwithstanding war conditions and the shortage of 
bottoms. 

Great Britain has a fully developed banking system, eminently 
adapted to the requirements of her international trade and finance, 
which has been ably and successfully conducted through a long 
series of years by highly trained bankers, in whose judgment and 
conservatism the British public have”every confidence. Conse- 
quently the country is practically immune from panics and other 
financial disturbances. The banking laws are simple and impose no 
unwise restrictions as to legal reserves, etc., leaving such questions 
to the individual judgment of the banks themselves. Experience 
has shown that good banking is obtained not so much by good laws 
as by good bankers. 

We have now reviewed briefly the principal reasons to which 
London owes her financial supremacy and though the events of the 
past two years have brought New York into a position of financial 
eminence and power, it remains to be seen how much of this power 
has been thrust upon her temporarily and how much she has ac- 
quired permanently at the expense of London. 


New York’s Present Dominance Temporary 


Since the war commenced the United States has gradually 
changed from a debtor to a creditor nation, principally owing to the 
fact that vast exports of munitions, etc., have been made to belliger- 
ent countries, thus creating an abnormal trade balance in her favor. 
With this shifting of international balances, large amounts of gold 
have been received from debtor nations, a considerable volume of 
Aynerican securities held abroad have been absorbed by the New 
York market and large loans made to the belligerent nations, as well 
as to Canada and other countries of tae American continents. 

Owing to the position of the United States as a wealthy neutral 
nation, far removed from the scene of conflict, a wide demand has 
also developed for dollar exchange and dollar credits, not only in the 
United States but in foreign countries. Jn other words, the ab- 
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normal conditions induced by the war called upon New York to 
take the position of international bankers heretofor3 played almost 
exclusively by London. This rôle was assumed by New York, not . 
so much of her own volition as by farce of circumstances. Will 
these war time opportunities, when peace is declarad, be sufficient 
to retain for New York the position which Landon with all her ad- 
vantages took centuries to acquire? Before New York can do this 
to any great extent the United States must learn to think inter- 
nationally and not provincially. It must increase its foreign trade 
tremendously and revise its navigation and alien labour laws and its 
tariff, all with a due regard to the comity of nations; sound per- 
manent banking and curréncy systems, removed from legislative 
tinkering must also be established, and finally foreign banks should 
be encouraged to establish branches in New York and other centers 
without unnecessary restrictions as to the business they may under- 
take. 

One of the leading banks in New York, the Mechanics & 
Metals National Bank, has popen itself as follcws in a recent 
monthly letter: i 


Today, to be sure, there is more trade passing in anc out of the harbor of New 
York than in and out of any other port af the world. Before the war, the trade 
here was less than that of either London, Hamburg or Liverpool. But more than 
60 per cent of New York’s presént trade is with four countries of Europe, and a 
great deal of it is due to the purchase of war material for the Allies. This is a 
state of affairs that cannot be enduring, or even if enduring, that is not designed 
to shift away from London its historic supremacy among tie world’s money 
markets. 

In order permanently to fix a new place for ourselves, we must become really a 
world trade center. Time will show whether ‘we are eufficiertly developed for 
that. To ship to world marketa and cultivate chem permanertly for our manu- 
facturers and merchants, we must become lenders of wealth on a big scale. One of 
the most familiar axioms of international trade is that commerce will flow where 
capital flows; one reason for European supremacy in oversea trade has been the 
tremendous outside investments made by England and Frarce, and more re- 
cently by Germany. Our people are not yet educated to loan money abroad in 
large quantities; in spite of our apparently large loans in the past eighteen months 
we cannot yet be called in a true sense an international loan market. For example, 
at the present time, London, with a high interest rate, is unaole to attract our 
gold, while we with comparatively low rates are receiving from London more than 
we want. 

Abnormal conditions have for the present destroyed the power of interest 
tates to direct the flow of gold, but were we an international loan market on a scale 
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demanded, we would energetically seek a way to overcome those conditions. 
Eventually the normal laws of economics will again assert themselves and then 
will come a fairer test of our position. If then we can meet the situation in a big . 
way, and conduct our affairs in a manner in keeping with a world outlook, it ought 
to be possible for Wall Street at least to share with Lombard Street the financial 
premiership of the world, and the responsibilities that go with it. 


In conclusion, I am of the opinion that the financial center of 
the world will always remain in Europe, if only for geographical 
and national reasons, but there is need and room for another strong 
financial center in addition to London and it would always be de- 
sirable that such an alternative center should not be located in 
Europe, as the present European crisis has amply demonstrated. 

New York is already the financial center of the new world; 
she should strengthen and broaden her claim to this position and, 
as a coadjutor, relieve and assist London in her great responsibility 
as the world center. In the reconstruction that must follow the 
close of the war Great Britain and the United States will undoubt- 
edly play a great part and London and New York will find it more 
and more necessary to coéperate in the performance of their several 
functions. London is ready now. When the time comes will New 
York be equally prepared and able to do her share? 

New York will doubtless benefit permanently from the ad- 
vantages and experience gained during the war. Great Britain will 
profit also from the intimate intercourse with France, Italy and 
Russia, likely to result from the war which will undoubtedly tend 
to reestablish, if not strengthen London in her former position. 
Great Britain has financed her Allies generously through the war and 
will not only have these large amounts refunded to her in due course 
but will receive collateral advantages which should more than offset 
the business lost to New York. 

The conditions, however, that will obtain after the war are too 
much a matter of conjecture at the present stage of the conflict to 
warrant an opinion of any value. No one knows how or when the 
war will end and the whole world, including the United States, may 
yet be involved. 


OUR GOLD RESERVES AFTER THE WAR 


By FRANK A. VANDERLIP, 
President, National City Bank, New York City. 


In these modern times the relationship of values the world 
around is in terms of gold. The standard of value, outside of China 
and a few unimportant countries, is gold, and local currencies are 
based upon gold. Even where the domestic currencies are tempo- 
rarily of paper the relationship of this paper to gold is reckoned 
upon in all business transactions with the outside world. As soon 
as the war is over all countries involved in it which have ambitions 
in foreign trade may be expected to bring the relationship between 
their paper currencies and gold back to normal at the earliest pos- 
sible date, by reducing the issues of paper money and by increasing 
their reserve of the standard metal. Fluctuations in the value of a 
domestic currency will be an element of uncertainty. and therefore, 
a handicap, in all business transactions with other countries. 

With the domestic currency based upon gold reserves, it is 
obvious that the entire credit system of each countrv is based upon 
those reserves. Bank deposits, bank loans, commercial credits and ' 
obligations of every character rest at last upon the gold reserves, and 
there must be some reasonable relationship between the volume of 
current credit and the available stock of gold. 


Tup GREAT SIGNIFICANCE OF GOLD 


Gold is the form of property by which the balances accruing in 
the trade and financial relations of nations are finally settled, and 
the effect of a flow of gold from one country to another has become 
familiar to all students of finance. When tae balance of payments 
is against a country and gold leaves it in settlement, the effect is to 
reduce the base or foundation upon which the structure of credit in 
that country rests, and prudence requires tkat the volume of credit 
be accordingly reduced or held in check. Small movements of gold, 
evidently due to seasonal states of trade or other temporary condi- 
tions, may be negligible, but an outflow of gold exceeding normal 
proportions will receive the careful attention of financiers and busi- 
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ness men. It is.symptomatic of unhealthy conditions. It may be 
that trade has lost its natural balance, that exports are falling off or 
imports increasing in an abnormal degree; or it may be that the 
securities of that country are being sent home, either because they 
have lost favor abroad or because other countries have an emergency 
need for gold to support their own credit. In any event, if gold is 
steadily exported from a country there must be, eventually, a cur- 
tailment of credit in that country, and higher interest charges as a 
result. On the other hand, a country which is receiving additions 
to its gold reserves is in position to enlarge its fabric of credit, and 
that usually results. With increasing reserves the banks lower 
interest rates, and encourage borrowers. Enterprise is stimulated, 
new undertakings are begun, labor and materials are in demand and 
what is known as a period of expansion is thus inaugurated as a 
direct result of the inflow of gold. 

These conditions react from one country to another, and tend © 
in normal times to maintain an international equilibrium. Thus, 
in a country which is receiving gold there will be a stimulus to indus- 
trial expansion, increased consumption of goods and materials and 
higher prices, while in the country which is losing gold there is an 
influence for the curtailment of consumption and for lower prices. 
The former country will naturally import more and export less, 
while in the latter country, these tendencies will be reversed, until 
the gold movement turns over and flows the other way. 


CONTROLLING GoLD Movument THrovuas Tam Discount RATE 


All phases of this subject have been long under observation 
abroad, and particularly in London, which has been for many years 
the most important international money-market. The Bank of 
England, as the custodian of the gold reserve of that market, has had 
more experience with this problem than any other institution, and 
long ago developed a scientific policy of action now confirmed and 
adopted by financial authorities generally. It has been demon- 
strated that under ordinary conditions the gold reserve can be con- 
trolled by the discount rate. A rising rate has a tendency to curtail 
borrowing, and bring about a reduction of loans, with the result that 
money is paid into the bank on balance. On the other hand, lower- 
ing the discount rate encourages borrowing which increases deposits 
and lowers the reserve percentage even though the reserves are not 
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actually reduced. There is likely, however, to be a double effect, 
for when the borrowed credit is drawn upon the bank will probably 
lose money on balance. f ace 

It will be seen that an intelligent control of the discount rate 
accomplishes the same result that is eventually worked out blindly 
if no management of the gold movement is attempted. If the cen- 
tral banking institution permits a growing inflation of credit and a 
loss of reserves, that movement will go on until a crisis is reached, 
when the bank, having reached the limit of prudence, will be forced 
to suddenly raise its discount rate or refuse discounts entirely. This 
action taken abruptly gives a shock to credit and may precipitate a 
‘panic. It happened repeatedly in the history of the Bank of Eng- 
land until gradually the policy of foresight and control was adopted. 
As credits expanded, or reserves diminished, the bank raised the 
discount rate, thus discouraging the tendency and keaping the situa- 
tion in hand. In short, instead of having changes in the discount 
rate follow the inflation of credit and loss of reserves as a result, the 
latter-day policy makes use of the discount rate, to guide the money- 
market, check undue inflation and prevent loss of reserves. 


Tas Bank or Eneuann’s Use or toe.Discount RATE 


The principles involved in the use of the discount rate were 
strikingly illustrated in the policy of the Bank of England in 1907, - 
when a banking panic prevailed inthe United States. The banking 
system of the United States at that time was without means of meet- 
ing a sudden and general demand for cash, except by importing gold. 
The interior banks drew heavily upon New York and other financial 
centers, and the banks at these centers made every effort to procure 
gold abroad, and particularly from London. Our grain, cotton, 
meats and other products were exported as rapidly as possible, our 
securities which had standing in foreign markets were sold at bargain 
prices, and our credit was used freely for short loans. We were 
literally buying gold as a manufacturer might buy coal in a time of 
fuel famine to keep his factory running. Weimported about $100,- 
000,000 of gold in two months, and four-fifths of it came from the 
Bank of England. It was impossible for the bank to stop the flow 
by any ordinary means. It raised the rate or discount to 7 per cent 
without affecting the outward movement to the United States, 
because the inducements offered here far outweighed that unusual 
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charge. But while the rate did not stop the outward flow, it started 
an inward flow to the bank which practically offset the former move- 
ment. The people who wanted to pick up bargains in the United 
States continued to borrow, but other people who had no relations 
with the United States, and who did not care to speculate in a time 
of alarm, were influenced by the high rate to pay their obligations 
at the bank as fast as they could do so. Ordinary business was cur- 
tailed, men refrained from purchases and investments which they 
otherwise would have made, and postponed new enterprises to more 
auspicious times. Money flowed into the bank from the provinces 
in payment of loans, and, what was more important, from all over 
Europe. London is a great money market; people go there from all 
parts of the world, both to lend and borrow. When its bank rate 
went up to 7 per cent the borrowers upon the continent and in other 
quarters hustled about at home and raised money to pay off London, 
while at the same time lenders hurried money to London to take 
advantage of the high rate. And so it came about that when the 
stress was over, and after London had shipped $85,000,000 of gold 
to New York, the Bank of England had a higher percentage of gold 
reserve than when the movement began. 


CONTROL THROUGA A PREMIUM UPON GOLD 


Such is the recognized importance of the discount rate asameans 
of controlling the movements of gold, that the Bank of England fre- 
quently enters the London money-market as a borrower, competing 
with the public, in order to raise the outside rate to the level of the 
bank rate, thus getting the influence of the entire market against a 
further expansion of credit, with consequent withdrawals of gold. 

The discount rate is not the only means adopted to discourage 
withdrawals of gold. The Bank of France has followed the policy 
of charging a premium upon gold. Under the old bimetallic system 
which is still maintained in France, except that the coinage of full- 
tender pieces has been discontinued, the five franc pieces are still a 
legal tender, and the bank has the option of paying its obligations in 
silver. If it desires to discourage the exportation of gold, it exercises 
this option or imposes a small charge upon gold. This charge has 
the effect of an ad valorem tariff upon importations, and affects all 
foreign payments in like manner. The effect is less objectionable 
in France than it would be if France were not a creditor country. 
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Foreign capital is seldom employed in France, and, therefore, has 
not been called upon to pay this premium, but the charge has prob- 
ably operated to the advantage of London and the prejudice of 
Paris, as a world’s money market. Gold will not flow freely to any 
market from which it cannot be withdrawn with equal freedom. 


Lack or CONTROL IN THE Unrrep STATES 


In years past there has been little appreciation in the United 
States of the importance of having a banking organization able to 
cope with this complex problem of the exchanges. We have had a 
thoroughly decentralized banking system, composed of a great num- 
ber of independent institutions, organized under different state laws 
as well as under the national act. Thera has been no definite respon- 
sibility anywhere for the regulation of the interest rate, or for thesup- 
ply of gold required in the settlement of foreign balances. By rea- 
son of being located at the chief port and financial center, the New 
York banks have had the most intimate relations to the problem, 
but the competitive conditions existing between New York and 
other important cities, and between national banks, state banks 
and trust companies in New York, and the absence of any special 
powers for dealing with the problems, have all hampered the ability 
of the New York banks to deal with the situation. As a result 
there has been but little of that management or control which the 
Bank of England, and the other central banks of Europe, have 
continually exercised over the exchanges. We have drifted, and 
suffered from the extremes of unregulated credit—expansion and 
the ebb and flow of gold, just as other countries suffered before they 
learned the secret of control by means of the discount rate. Ina 
period of prosperity there was no responsible authority to utter a 
warning or to set a limit upon the expansion of credit, and ex- 
pansion usually went on until the, structure became top-heavy, 
and then an outward movement of gold set in and weakened the 
foundation until a collapse resulted, followed by a period of 
depression. 

There were always bankers and economists in the United States 
who understood the weakness of our banxing situation, but they 
were without sufficient influence to change it. In fact it has never 
been considered the proper thing in the United States to take the 
advice of bankers about banking legislation. Finally, however, the 
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panic of 1907 aroused a general public interest in the subject, and the 
work of the National Monetary Commission in its foreign inquiry 
made the country fairly well familiar with the fundamental prin- 
ciples which had been demonstrated. 

The result was the esta olishment of the federal reserve system 
in which all national banks and a few state institutions are included. 
This gives an organization and cohesion to our banking system 
which was lacking before. Final reserves have been set aside which 
are made available to the member banks by means of rediscounts, 
and the rate for these rediscotnts is under the control of the Federal 
Reserve Board. Although the system of twelve reserve banks is 
unusual and complex, the principle sought to be put into effect is the 
same as we see demonstrated in Europe. This system depends for 
its effectiveness upon the authority and attitude of the Federal 
Reserve Board. -The sense of responsibility to the whole country 
will be hard to maintain in twelve individual institutions. There is 
danger that the local or district view will become habitual with the 
managements, that they will tend to forget their relationship to the 
system, and that, isolated as it is from actual operations, the Board 
at Washington may relax its control over them. The burden of 
dealing with the foreign exchanges, and of supplying gold for the 
settlement of foreign balances, will fall almost entirely upon the New 
York bank, but the balances themselves will be for account of the 
whole country, and the policies for controlling the situation must be 
participated in by all the banks. It remains to be seen whether this 
relationship is clearly comprehended, and whether each of the twelve 
institutions will readily make the sacrifice of revenues to itself, and 
the curtailment of accommodations to its locality, which at times 
will be necessary if the system is to do its work effectively. The 
New York bank has been limited in territory to New York state and 
small sections of Connecticut and New Jersey for its resources, but 
it must handle the international relations of the United States. 


OUR PRESENT ACTIVITY ABNORMAL 


The Federal Reserve Board’s control of rediscount rates, if 
effectively used, will do mtch to prevent the undue expansion of 
credit which usually precedes and promotes an outward movement 
of gold. But the exportation of gold may result from other causes. 
The great industrial activity which now exists in the United States 
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is not due to credit expansion, although there is constant danger 
that undue credit expansion may result from it. Conditions out- 
side of ourselves are responsible for this activity. An abnormal and 
temporary foreign demand is driving our industries to their capacity, 
and a great trade balance in our favor is pouring hundreds of millions 
of gold into our vaults. This influx of gold and imperative demand 
for our products is radically affecting industrial conditions in this 
country in a manner unfavorable to our trede position after the war. 
In normal times a state of unusual industrial activity here will bring 
hundreds of thousands of laborers from abroad. The productive 
capacity of the country is thus increased and the effect of the unusual 
demand for labor is diffused abroad as well as at home. But at this 
time little or no new labor can be had from abroad, and the efforts 
to put this additional amount of capital into use are expended upon 
the existing labor supply. That supply being limited, and the 
amount of capital seeking to use labor rapidly increasing, the result 
is that industries are bidding against industries, and employers 
against employers, and wages are advancing to unheard of figures. 

We have had boom periods in the United States before, but 
never one when conditions were so abnormal as now. We are per- 
fectly aware that they are abnormal, and cannot be maintained 
when the war is over, and yet we are daily creating new relation- 
ships upon this basis which cannot be readily changed. We know 
that when all the men engaged in war and upon war work go back 
to producing peace products the prices of all such goods will fall, 
and the entire fabric of costs will have to be made over. Experience 
teaches that costs can only be reorganized on a lower basis under pres- 
sure, the pressure of competitors who are taking the market. We 
have to expect, therefore, after the war that we will be undersold 
not only abroad but at home and that © balance of trade upon 
merchandise account will be created against us. If it is not so it 
will be because we show a facility in readjustment which no people 
have ever shown befcre, and the only hope of this lies in sounding 
the warning continuously. 


Forsan DEMANDS ror Our GoLD 


Furthermore, at the end of the war there will be pressing need 
for capital in all the countries that have gone through the strain of 
war, and for gold for use as the basis of credit. Every practicable 
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effort will be made to attract gold. If present efforts to induce the 
holders of American securities to part with them do not clear the 
strong boxes, further efforts may then be made. Moreover, our 
government is giving assistance, by making our income taxes apply 
to the foreign holders of our securities, something we have never 
done in the past. At present rates of taxation everywhere few 
people will care to be subject to taxes under two governments. 

There has never been a heavy movement of gold to this coun- 
try that was not followed by a return movement, and it cannot be 
expected that this extraordinary occasion will prove an exception. 
The United States is acquiring far more than its share of the world’s 
gold, measured by any standard of distribution that has been known 
in the past. 


How to CONTROL GOLD Exports 


When the return movament appears there will be means of 
mitigating its force, in the foreign loans that have been placed in this 
country. These obligations of foreign governments, banks, corpo- 
rations and individuals, falling due in one and two years as they 
mature, will count in our favor as so much gold. Evidently they 
can be allowed to run off with less disturbance than would follow the 
withdrawal of gold from our bank reserves after it has been made the 
basis of domestic credit. These foreign loans will be our first line 
of defence, and they will be an important bulwark. After them will 
come the gold holdings of the Federal Reserve Bank of New York, 
and as these shrink, the supreme test of the federal reserve system 
will come. Willit meet the crisis as twelve banks, or as one organi- 
zation? The Federal Reserve Board has authority to call upon the 
other reserve banks to rediscount paper for the New York banks, 
which would effect a transfer of gold, and there is every reason to 
believe that the Board as now constituted, will direct this to be done. 

Even so, however, the available gold resources of the system are 
not what they should be. The total stock of gold in the country is 
approximately $2,550,000,000, but the holdings of the twelve reserve 
banks are only $536,000,0C0. The United States Treasury holds 
$1,466,000,000 of gold against which certificates for an equal amount 
are outstanding. Excepting what is in the federal reserve banks, 
and the banks of the central cities, this gold is practically out of 
teach. It is a part of our wealth but it does not serve the purpose 
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of a gold reserve. The efficiency of gold is largely lost when it is 
used as ordinary till money, or carried about in the pockets of the 
people. 


INFLUENCE OF THE FEDÐRAL Reserve System 


The Federal Reserve Board made an effort at the last session 
of Congress to obtain greater freedom for the reserve banks in acquir- 
ing gold, and its recommendations wera logical and apparently con- 
clusive, but timidity and a mistaker conservatism defeated the 
proposals. The system will not be as strong as it should be, to sup- 
port the business interests of the United States, until means are 
adopted to place a larger proportion of the gold stock of the country 
where it is available for use in time of need. 

There has been some ill-advised cviticism of the reserve banks 
for not having made a better showing in the matter of earnings. So 
far as this criticism is directed at the costly policy of creating twelve 
banks when one-half that number would have answered the essen- 
tial purposes of this system, there is a kasis for them, but it must be 
borne in mind that when these banks extend themselves freely in 
normal times they lose the power to control the situation when a 
crisis comes, and this is the occasion far which they were created. 

Outside of the foreign loans now being made in the United States 
we have no body of foreign indebtedness here upon which our domes- 
tic interest rates can be made effective in a crisis. We cannot, 
‘therefore, expect the discount rates of our federal reserve banks to 
have the same influence upon an outward gold movement as the 
Bank of England is able to exert in the London market. Our rates 
can be effective only upon our own borrowings, and in keeping down 
the volume of credits which may be based upon this stock of gold 
upon which we have but a precarious hold. As yet the rates of the 
reserve banks have been scarcely a factor in the market, owing to 
the abundance of cheap money, but their function is not to make 
credit cheap, but to keep credit in reserve and have on hand a steck 
of gold which can be released for export with a minimum disturbance 
to credit conditions in this country. 


AMERICA’S ABILITY TO MAKE FOREIGN 
INVESTMENTS 


By Hon. Gmoram E. ROBERTS, 
National City Bank, New York. 


Looking forward to the period following the war, there is 
every reason to believe that a great demand for capital will exist 
the world over. Normal development is now in check, in the 
countries at war and also in the neutral countries, but the forces 
that make for progress, although under restraint, are gathering 
weight and as soon as the war is over will make themselves felt. 
Population is increasing even in the warring countries. The stress 
of war conditions is favorable to the development of initiative and 
enterprise. When the war is over, there will be much lost time to 
be made up, and much planning to increase the productiveness of 
industry in all countries. 

What part will the United States be able to play in this situa- 
tion? We know that in the past it has been a borrowing country, 
a field of investment for the old countries of Europe. No other 
country has grown so rapidly in population, and this growth, while 
stimulated by the demands of capital striving to take advantage 
of the opportunities present here, has in turn created an enormous 
demand for capital to build the cities and the railways, and provide 
the accommodations and facilities required by a population of 
100,000,000 people. The result has been that nowhere else have 
the rewards of capital been so great as here, and there has been 
little inducement for American investors to go away from home. 

This outstanding fact of our history naturally prompts the ques- 
tion whether after the war America will have any capital to spare 
for investment in other countries, under the normal conditions 
which prevail in times of peace. 


GROWTH OF WEALTH IN THH UNITED STATES 


It is evident that this question is to be considered only as call- 
ing for a comparison between the inducements that will be offered by 
foreign opportunities and those which will be open at home. The 
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United States is undoubtedly accumulating wealth and increasing 
its means of producing wealth at a rate never equalled by any other 
country. The Census Bureau in its volumes upon Wealth, Debt 
and Tazation, has estimated the total wealth of this country in 1900 
at $88,517,306,775, in 1904 at $107,104,193,410, and in 1912 at 
$187,739,071,090. Theincreasein the eight years from 1904 to 1912 
was about $80,000,000,000 which alone is approximately equal to 
the total estimated wealth of either Germany or Great Britain. It 
is true that this includes real estate values, but the estimates of the 
wealth of the other countries also include real estate. Furthermore, 
an increase in the market value of land, while indeed not to be 
reckoned as a productive factor in the same sense as an increase in 
primary horse-power, nevertheless must be taken account of as 
increasing the wealth of the individual owners. It gives them the 
position of capitalists, places them in command of purchasing 
_ power, and makes them a more important factor in the financial 
world. A large part of the land values of the country are actually 
used as the basis of credit, and as the land becomes more valuable 
the indebtedness upon it increases, showing that this increment is 
not idle value but is put to effective use. The man who owns a 
valuable piece of ground can, by virtue of its value, buy materials, 
hire labor, erect buildings upon it and make it productive. 

Moreover, the census figures for the value of real estate include 
all of the values that have been added to the bare land in buildings 
and improvements of every kind. The new buildings erected in 
cities where permits are required by thé authorities have involved, 
in recent years, expenditures amounting to about $1,000,000,000 
per year, as shown by compilations made by the New York Com- 
mercial and Financial Chronicle. These include returns for about 
250 cities or an average of about 5 for each state. Besides these, 
there are the buildings erected in otner cities, towns and rural 
communities and upon farms, and the expenditures upon land to 
make it more productive, such as clearing, draining, fencing, road- 
building, cultivation of orchards, ete. 

The increased value assigned to ‘‘real estate” for the eight years 
1904-1912 was $48,334,920,444, or about $6,000,0C0,000 per year. 
We may estimate that one-third of this, or $2,000,000,000, would 
represent outlays for buildings and improvements. Upon farms 
the improvements are relatively less, but in cities the proportion 
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is greater than this. In the four years from 1900 to 1904 the in- 
crease in the value of all real estate was found to be $9,808,844,463, 
or an average gain of $2,450,000,000 per year. 

Outside of all property classed as “real estate” by the Census 
authorities, the country’s gain in wealth from 1900 to 1904 was 
$8,783,042,172 and from 1904 to 1912. it was $32,300,957,236. The 
average per annum for the first period was $2,195,760,548, and for 
the second period, $4,037,619,654, certainly a remarkable showing. 
If the estimate of one third be accepted as representing the propor- 
tion of physical betterments in the total gain in real estate values, 
the aggregate of new capital created would be over $6,000,000,000 
per annum for the period. This is net accumulation, as shown by 
the Census Bureau’s calculation of values existing at the dates 

“named, and not counting the increment upon bare land. 


Tuis Increase Is Berna ACCELERATED 


As these figures represent the average gain per annum of the 
period 1904-1912, and as such gains are cumulative, the profits of 
one year increasing the capital of subsequent years, it follows that 
the gains of the year 1912 were probably considerably more than 
the above averages and that by this time the annual gains are more 
than in 1912. There are no general census figures upon wealth 
later than these for 1912, but a census of manufactures was taken 
as of December 31, 1914, the results of which have been in part 
made public. It shows an increase of capital invested in manu- 
factures during the five year period from 1909 to 1914 of 23.7 per 
cent, which is a lower percentage of increase than was made from 
1904 to 1909, but calculated, of course, upon a higher base. By the 
end of 1916 two years more of progress will have elapsed, and the 
increase of productive wealth in these two years no doubt has been 
greater than in any other two years of our history. It is safe to say 
that the net gains of wealth in the United States are now normally 
not less than $7,500,000,000 per annum, not including the enhance- 
ment of land values, but including the fixed improvements upon 
land. With the activity prevailing in 1916, the enormous excess 
of exports over imports, and the very complete employment of our 
people and our industries, the net gains of this year must be con- 
siderably in excess of this amount. 

Dr. Willford I. King, of the University of Wisconsin, in his care- 


290 Tus ANNALS OF THH AMERICAN ACACEMY 


ful discussion of the subject, estimated, on the basis of census re- 
ports, that in 1890 the gross income of the people of the United 
States was $12,082,000,000; in 1900, $17,965,000,0C0, and in 1910, 
$30,530,000,000. These increases were due in part to rising prices, 
but the physical equipment for production has been enlarged and 
improved very rapidly. 

These are large figures in comparison with ths estimates for 
other countries. The gross annual income of Great Britain was 
estimated before the war at about $12,000,000,900, and the annual 
savings at about $2,000,000,000. Dr. Karl Helfferich, in his study 
of the wealth and production of Germany, mede in 1913, estimated 
the gross income of that country at 40,000,000,000 marks, or about 
$10,000,000,000, and the annual savings, exclusive of unearned 
increment, at 8,000,000,000 to 8,500,000,000 marks, or $2,000,- 
000,000 to $2,125,000,000. He estimated the total wealth of Ger- 
many at that time at $75,000,000,000, as cormpar2d with about 
$50,000,000,000 in 1895. 


Can tun Unitep Starms LEND ABRO»D 


It remains to be considered how much of their income the 
people of the United States can afford to invest outside of this 
country. This is still a developing’ country; its copulation will 
continue to grow rapidly, and this will make it necessary for a large 
share of its savings to be devoted to new enterprises at home. 
There is not, however, the same opportunity to do primary develop- 
ment here that there is in many other countries, and the question 
of how much we will invest abroad will depend for answer largely 
upon our inclinations. That we can spare an impcrtant amount 
if we want to do so is evident from what has been cone since the 
outbreak of the war. 

The merchandise trade balance in favor of the United States in 
the two years ended June 30, 1916, including silver was $3,277,- 
600,531. Foreign balances in American banks sre much above 
normal, perhaps $300,000,000 larger. There wotld be, then, 
$3,577,600,531 in the aggregate for which the rest of the world has 
had, somehow, to make settlement with the United States. 

E The net importations of gold for the two years w2re $403,761,- 
219. The balance against us on account of interest and dividends has 
been materially reduced since the war began, but probably has been 
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as much as $300,000,000 in the two years. It has been understood 
in the past that this income has been largely reinvested here. 
There have been special inducements to take it home during these 
years, but probably one third has remained, including what has 
been invested here in the foreign government offerings. 

Foreign shipping charges upon American imports were esti- 
mated by Sir George Paish a few years ago at $25,000,000 per year, 
after making’ allowance for what foreigners pay to American 
shipping, and for the expenditures of foreign shipping in American 
ports. They have been greater in the last two years, probably 
double. 

Remittances for gifts, savings and investments abroad were 
estimated by competent authorities before the war at $150,000,000 
per year. They have been reduced, but probably have been 
$200,000,000 in the two years. 

The expenses of American travelers, normally a large sum, may 
be estimated as counterbalanced by foreigners now living or travel- 
ing in the United States. These offsets, including gold, aggregate 
$903,761,219, and when they are deducted from the trade balance, 
leave about $2,700,000,000. According to the calculation this is 
the amount which must have been covered by loans and the return 
of American securities. The net amount of public loans to July 
1, 1916, was about $1,100,000,000, and this would leave $1,600,- 
000,000 to represent securities. 


FOREIGN INVESTMENTS HERE 


The most definite information about foreign holdings of Amer- 
ican securities and the amount returned to this country since the war 
began has been gathered by Mr. L. F. Loree, who addressed an in- 
quiry to all railway companies with more than one hundred miles 
of road. The first returns covered the six months from February 
1, 1915, to July 31, 1915, during which the foreign holdings of 
stocks, bonds and notes were reduced from $2,705,402,963 to 
$2,223,570,828, or in the sum of $480,892,135, par value. The 
second returns were for the year ended July 31, 1916, and showed 
a reduction during the year of $807,881,666, leaving $1,415,628,563, 
par value. He calculated the market value at the latter date as 
$1,110,099,090, and the market value of the purchases during the 
year and a half as $898,390,910. These figures are for railway 
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securities only, and do not include any held in this country at the 
outbreak of the war in trust for foreign owners, of which there were 
undoubtedly a good many. Nor do they include securities upon 
which payments were not being made, as ownership was traced 
through the income tax records. Moreover, they do not include 
the important amount of securities, particularly short-time notes 
which were paid off or re-purchased in the first six months of 
the war. 

It has been the opinion of some p2ople in position to be well 
informed that the foreign holdings in other American properties 
would equal the holdings of railroads, but the common estimates of 
them is not so high. The other holdings would include industrial 
securities, public utilities, municipal bonds, mining property, lands 
and city property, mortgages, etc. The distribution of public util- 
ities, industrials and municipals abroad has no doubt been increasing 
rapidly in recent years. These investments, with a few exceptions 
like the stock and bonds of the United States Steel Corporation, 
would not, however, come home so rapidly as railroads, for the 
reason that they have not so ready a sale. They have come back, 
however, in important quantities. f 

AU things considered, it is probable that our foreign loans and re- 
purchase of American interests during the last two years have been at 
the rate of $1,250,000,000 to $1,500,000,000 per year. This has been 
under conditions unusually favorable, The same exports in ordin- 
ary times would yield a much smaller trade balance. Our people 
would naturally rather buy seasoned American securities than they 
would foreign corporation issues. We are chiefly interested now, 
however, in determining to what extent our people have the ability 
to make foreign investments, and at the same time provide for the 
normal capital requirements at home. During the first year of the 
war, home demands were below normal. In the second year, 
owing to the high prices for equipment and construction, materials 
and scarcity of labor, they were below what they would be naturally 
in such a period of prosperity, but outside oi railway enterprises 
the record of capital expenditures is high. 


OUR GROWTH IN Propuctivn CAPACITY 


A large part of the extraordinary earnings of industry in the 
last two years has been applied to an enlargement of capacity. This 
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is particularly true as to the steel industry, and in that case is 
directly traceable to the war demands, but nearly all lines of pro- 
duction have been crowded to capacity and have been putting 
profits back into the business. On the whole, despite high costs, 
our industrial growth has been kept up to the average of normal 
requirements, and doubtless is now exceeding them. Agricultural 
production does not keep pace with that of the manufacturing 
industries, but in the metals, for example, from the mining of iron, 
copper, lead and zinc, up through the conversion of the raw materials 
into merchantable producis, the organization, plant and equipment 
is being rapidly developed to handle a much larger output than 
ever before. It is probable that by the time the war is over these 
industries will be in shape to supply the normal requirements of 
this country in their lines, and also a volume of product for export 
as great in quantity, if not in price value, as they are exporting now. 

There may be some question about our ability to continue 
exporting agricultural products at the rate, in value, they have 
been going out during the war, but I have confidence that the work 
which is being done for the improvement of agricultural lands and 
methods will show results in the near future. If our agricultural 
exports are not maintained, it will be because a continued expan- 
sion of our other industrial interests makes a rapidly growing market 
at home. 

Undoubtedly there should be very large expenditures upon our 
railways in the near future. A combination of influences in recent 
years has caused a decline in the value of railway investments, and 
railway facilities have not kept pace with the growth of traffic. 
Expenditures should be made on a large scale, with a view to the 
future, including a comprehensive treatment of terminals. The 
expenditures upon terminals will probably include large payments 
for land, but these do not lock up capital; only the outlays for con- 
struction involve the fixing of capital. These, although large, 
must be spread over considerable time; when we consider the 
enormous amount of work which the leading companies, notably 
the Pennsylvania, New York Central and some of the Pacific lines, 
have done in the last fifteen years, it does not seem probable that 
this record will be surpassed. These roads are not in need of the 
same outlays, but even they are crippled for want of a comprehen- 
sive system of terminals, including warehousing accommodations. 
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From 1900 to 1914 the capitalizetion of American railways, 
including debt, increased from $17,136,495,327 to $31,813,842,810, 
or at the rate of over $1,000,000,000 per year. All of these securi- 
ties did not represent new capital, but in the aggregate they amount 
to less than the new capital expended upon the roads in the fourteen 
years. The premiums paid upon stock and bond issues, plus the 
amount of earnings expended for capital account, would exceed dis- 
counts, commissions and “water.” After all of these expenditures, 
we have evidence that the foreign holdings of our railway securities 
one year ago were down to $2,223,500,000 par value. 

The highest estimate by any authcrity upon foreign property 
holdings in this country was $6,000,000,000 before the outbreak of 
the Balkan wars. They have been moving in this direction ever 
since, and at this time $3,500,000,000 par value would be a liberal 
estimate. It is safe to assume that if the war continues another 
year, our loans and investments abroad will equal or exceed foreign 
interests in this country. This will msan that there will be no 
balance against us on account of interest and dividends. 


A SHORTAGE IN LABOR Suppiy 


The pace at which we can go forward with construction work 
in this country is limited by the available labor supply. Our 
supply of capital is increasing very much more rapidly than the 
supply of labor, and the effect is largely spent in an increase of 
wages and prices. When everybody already has employment, 
competition among employers attracts labor from one factory to 
another, or from one branch of industry to another, but except as 
stimulus is given to the introduction of labor-saving methods, and 
as labor is concentrated where the returns are highest, production 
is not increased. The industries of the cities have been attracting 
labor from the farms with the result that the cost of food is made 
higher for all. Obviously there must be a limit to this movement 
within a single country. The competitive field will broaden out 
to include other countries. As the cost of production rises here, 
the inducements for capital to find employment in other countries 
will be greater. If there is not labor enough here to man the new 
capital supplies, there is Russia where a vast supply of labor exists 
with a scarcity of capital; and Chins, where the situation is even 
more one-sided. The economic gains from the use of capital usually 
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diminish with the higher development of industry, because the 
fundamental changes come first; they accomplish more at a stroke 
than do the improvements upon them, It is only as capital becomes 
cheap that it pays to lower the railway grades and straighten the 
curves as we have been doing in the United States since 1898. 
These are the considerations that will determine whether we shall 
go on making vast capital investmerits to accomplish small savings 
at home, or send a share of our new accumulations to the more 
backward countries, where the economic results are greater. In 
the United States, according to the census of manufactures for 
1914, the total number of persons engaged in manufactures was 
8,265,426, and the total amount of capital employed was $22,790,- 
880,000 or $2,787 to each person. No other country has such. a 
capital equipment; no other farmers in the world have as efficient 
implements to work with as the farmers of the United States. We 
have an all around equipment superior to that of any other country. 

There is a sense, of course, in which we can always use all of 
our capital at home. This will be so if we are indifferent to the 
rate of return. If the returns are as good at home as abroad, no- ` 
body will advise going abroad. But with capital increasing faster 
than population, the law of diminishing returns is constantly opera- 
tive, and the accumulations available for investment will decline 
until they are in equilibrium with the home demand. On the other 
hand, a people who go abroad for advantageous investments, and 
give a hand in developing the efficiency and wealth of other peoples, 
will find their own industries stimulated, and actually have more 
capital to invest both at home and abroad. 


CONCLUSIONS 


I would repeat, then, that this question, whether we are in 
position to make extensive investments abroad is one of comparative 
opportunities and cosmopolitan education. We have ample capital 
to allow of our making extensive investments abroad. Our own 
capital equipment is greater per head than that of any other country, 
and naturally there are larger profits to be made in building up the 
equipment of others than in increasing our own. ‘The chief obstacle 
to our making investments abroad is the lack of experience in foreign 
operations. We are not accustomed to distant investments. Even 
at home our investments are chiefly local. We have spread out 
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over a great country, every part of it has been developing, and 
there have been many opportunities for local investment. 

Land with the improvements upon it has furnished the prin- 
cipal outlet for savings. The average investor in this country likes 
to be able to walk around and survey his investment occasionally. 
Considering the wealth of the country, the distribution of stocks 
and bonds among the people is not what it should be. Our finan- 
cial fabric would be safer if bank deposits were less and the invest- 
ments held by the banks were Feld by the people direct, but this 
statement must be qualified by adding, provided the people are 
qualified to select sound securities. An enormous amount of 
capital is lost annually in wildcat and blue sky schemes, because 
people are impatient of small returns and unable to discriminate 
among the investments offered. The popularity of land invest- 
ments frequently causes inflated prices, with losses resulting. This 
country’s ability to absorb securities would be enormous if the great 
body of the people was educated to that class of investments, and 
acquired the habit of buying them and saving for them. 

Our ability to increase our foreign trade depends largely upon 
our willingness to assist our would-be foreign customers in their 
development. If we will build railways in South America, or China, 
and take stocks or bonds in payment, we can have all of that kind 
of work we want to do for years to come, and have the subsequent 
orders for locomotives, cars, and other equipment and supplies. 
But the contractors and manufacturers cannot take these securities 
in payment for their work. They must have money to pay for the 
labor and other costs. The American investor must do for our 
manufacturers what British and German investors have done for 
the manufacturers of those countries; they must accustom them- 
selves to foreign enterprises and make a world’s market for securi- 
ties. 

It goes without saying that this cannot be done in a day, or a 
year. Nobody would advise the American investor to rush out, 
fired by a patriotic impulse, and uy the first foreign bond that is 
offered. The business must be handled with exceeding care, and, 
only upon personal knowledge or through experienced and respon- 
sible agencies. There is not the slightest danger that the business 
will grow so fast as to restrict necessary American investments. 
There is no probability that our foreign investments will increase 
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fast enough to take up even ten per cent of our increasing capital 
accumulations. Argentina has been growing faster than all of the 
rest of South America, and total capital investments in Argentine 
railways since 1900 have everaged only $48,000,000 per year. If 
Mexico was a safe field for investment, capital would flow over the 
border like a flood, and ite movement would give such a stimulus 
there and here, and the two countries would react upon each other 
go rapidly, that we would never miss what we sent. Cuba, under 
the benign influence of the Platt amendment, is receiving such a 
flow, and the benefits are mutual. The difference in capital accu- 
mulations when our industries are driven to capacity as at present, 
compared with the gains of ordinary times, would be enough to 
put us in the first rank of lending nations. 


THE RELATION OF GOVERNMENT TO FOREIGN 
INVESTMENT 


By Huntiveron Wrison, 
Formerly Assistant Secretary of State. 


The relation of governmert to foreign investment by its citi- 
zens is one of correlative obligation and authority, general obliga- 
tion to protect the citizens’ rights, and authority to control the 
citizens’ course by giving great or little protection, or none at all. 
In the discharge of its obligation the duty cf government is to 
measure the protection to be given any investment first of all by 
the advantage of that investment to the nation; and secondarily to 
mete out that protection in proportion to the right of the investor 
to expect protection. 

The authority correlated with the obligation te protect is that 
involved in the power to vary, in accordance wich the criteria above 
cited, the degree of protection, if any, to be afforded in the case of 
@ given investment. Without any legislation on the subject, the 
government’s authority is automatically-of d2terminative poten- 
tiality in this question of foreign investment in all countries except 
those of the highest credit and stability. And even in the case of 
such countries, an adverse intimation from Washington would tend 
to have a blighting moral effect upon a proposed investment of 
American capital. 

From the days of the struggles of Phoenicians, Carthaginians, 
Greeks and Romans inthe Mediterranean downto today, it has been 
power, and above all sea power, which alone has protected foreign 
trade. Even in these allegedly softer times, we must admit, now at 
least, that it is only under the shadow of the great powers, those 
prepared or potentially able to use great power, that small countries 
like Belgium, or even relatively weak, although great, countries can, 
as independent nations, carry on a big foreign rade. The govern- 
mental relation to foreign investment in its authority and obliga- 


tions presupposes and demands power. 
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Tor RELATION oF THE GoveRNMENT TO FoRBIGN ENTERPRISE 


For the purposes of this discussion, we shall do well to consider 
the relation of government to foreign trade and to all sorts of foreign 
enterprises, as well as to investment in the narrower sense of shares 
and bonds, because the same principles apply to all alike. It may 
at first sight seem an extreme view, but one may go farther and 
apply similar general principles even to the relation of government 
to the presence of its citizens to reside for any purpose in any part 
of the world. 

The relation we are considering is one to be dealt with by the 
diplomatic department. Like other questions of real and statesman- 
like diplomacy, this question derives its importance and its charm 
and interest from its farspread ramifications and concatenations. 
It carries into the far future and it brings many sciences out of the 
“conference stage” to an entirely practical application in every day 
international business. Here, as elsewhere, diplomacy becomes 
everything that concerns one’s country, fostered through its foreign 
relations. 

During the four years preceding the present administration, 
when Mr. Knox, as Secretary of State, gave a new definiteness, 
intelligibility and practicalness to American diplomacy, the policy 
toward foreign investment was epitomized thus: “The Depart- 
ment (of State) will give all proper support to legitimate and bene- 
ficial American enterprises in foreign countries.” This formula was 
the invariable answer to the prudent investor desiring to know in 
advance what would be done for him if, through no fault of his own, 
he got into trouble, due, sey, to oppression or failure to protect on 
the part of some foreign government. 

Now the government’s obligation to protect a particular Ameri- 
can interest abroad must, in its discharge, be measured and meted 
out, as has been said, in proportion to the benefit of that particular 
interest to the nation as a whole. Whatever influence or force the 
government may exert in the world is the prestige and power of the 
nation. Consider this collective power, moral or physical, as a 
great reservoir. The executive branch of our government has con- 
stitutional authority to conduct foreign relations untramelled except 
by the authority of the Senate when it comes to a treaty, by the 
authority of the whole Congress when it comes to an appropriation 
of money, and in some few other respects, This authority is so 
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appallingly broad, one may remark, that it becomes of vital neces- 
sity that the United States should have fundamentals of foreign 
policy that are accepted by the whols nation, to be permanent 
bases of action in all specific questions of importance. Otherwise 
the American people can be involved by the executive without 
referendum in any folly during every four years between presidential 
elections. Even party platforms about foreseen questions are no 
safeguard, for we see them violated, as in the Panama Canal tolls 
question with Great Britain. Now this startling breadth of execu- 
tive authority in diplomacy places the executive, as trustee of the 
nation’s international influence, under obligations of the greatest 
solemnity and weight. Therefore how much thought must the 
Secretary of State take before turning the tap of the reservoir and | 
drawing off for the protection of a foreign enterprise a measure of 
the national prestige and power entrusted by the people to his care! 


“DOoLLAR DIPLOMACY” 


This theme and its illustration by example lead to an exposi- 
tion of what has been called “Dollar Diplomacy.” It might better 
be described as common sense diplomacy, in contradistinction from 
the diplomacy of perfunctoriness or that of whimsical] sentimentality 
from which the United States has suffered so much. It is submitted, 
moreover, that one who will carefully study the so-called “Dollar 
Diplomacy” will be fully convinced that it was a diplomacy of 
common sense in the highest sense of thet term, that is, a diplomacy 
determined by the application of scientific principles and sound 
thinking to plain facts studied and understood as they really are; 
a diplomacy preferring to build for the long future, rather than to 
dogmatize for the moment’s expediency; preferring the truth to a 
beautiful idealization not resting upon truth. 

Now the national advantage of a foreign investment may con- 
sist in (1) political advantage or (2) economic advantage. Service 
to humanity is not mentioned separately because charity begins at 
home; because it is America’s first duty to serve America; because 
America, as a government, can amply serve humanity in spheres 
and in ways in which America also serves itself; and because if it 
does that, the service to humanity may be considered by diplomacy, 
which is not, by the way, an eleemosynary institution, as merged in 
the service of America, that is, in American political advantage. 
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Those who dissent from this view and yield to our national foible 
for grandiloquent sentimentality ought to reflect that a trustee, 
however admirable his private charities, would be put in jail if he 
used trust funds for benefactions; and that exactly so the American 
executive defrauds the nation if he uses its prestige and power in a 
diplomacy directed by sentimentality to the service of humanity in 
general, instead of a diplomacy seeking the political and economic 
advantage of the American taxpayer, the American nation. 


POLITICAL ADVANTAGES OF FOREIGN INVESTMENT 


Political advantage (1), then, comprises such factors as (a) 
strengthening American influence in spheres where it ought to pre- 
dominate over any other foreign influence on account of reasons of 
fundamental policy, like the Monroe Doctrine, or of military 
strategy or of neighborhood. Such a sphere is “Latin America,” 
where our interest increases in intensity from a vanishing minimum 
at Cape Horn northward to reach its maximum in the zone of the 
Caribbean Sea, the neighborhood of the Panama Canal, and in 
Mexico. In this category falls also, for example, the discharge of 
our historic obligation to Liberia and the preservation of that little 
country as a pied-d-terre in Africa, of possible potential value to us 
for commerce or for the emigration of African Americans. Such 
political advantage ranks highest. Next comes (b) the maintenance 
of a traditional position favorable to our trade where trade may go 
by political favor, asin the Chinese Empire. Other cases of political 
advantage would be (c) the strengthening of our friendship with 
other great powers, or (d) with countries where it is wise to preémpt 
a share in a dawning development, like Turkey, or (e) with coun- 
tries whose markets are especially valuable. The cases merge so 
gradually into one another as to make clear cut classification diffi- 
cult. This is true also of the division of political from economic 
advantage. The idea is that in some cases trade is important 
primarily for its political effects through mutual interest and asso- 
ciation, while in others & good political relation is valued (if not 
for safety and advantage in actual coöperation or alliance) for its 
tendency to favor trade. The student of American diplomacy will 
readily enough place our relations with different countries in appro- 
priate categories even without an attempt at nicer e ninata 
than js here intimated. 
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Tam Economic ADVANTAGES 


Inasmuch as political advantage comprises whatever touches 
national security, the first place in importance, among economic 
advantages, must be given to (a) those investroents or enterprises 
which most promote vital political interest. Next most important 
in economic advantage to the nation and usually identical with (a) 
are (b) foreign investments or enterprises which establish perma- 
nent and valuable merkets for trade while at the same time sub- 
serving political strength where the policy of this country demands 
that it be strong if we are to have security and tranquility. Other 
cases are (c) investments or enterprises whica have these same 
purely material advantages while carrying with them some political 
advantage as well, as, for example, in safeguarding our Chinese 
trade; or (d) those investments or enterprises which serve in giving us 
a commercial standing in some valuable market where development 
may be preémpted by others if a footing be not early obtained (like 
Turkey); or (e) in cementing friendship with our natural allies, as 
Canada and the English speaking peoples generally; or (f) in bring- 
ing profit and employment to the American people in general. 

In the encouragement of foreign enterprise, diplomacy must 
beware of forcing it into spheres where vexations conflict with the 
special spheres of influence and interest cf other countries outweighs 
all commercial gain to be looked for. Every great power has some 
“doctrines” that it conceives to be as vital tc it as the Monroe 
Doctrine is considered here. Korea and Manchuria, Persia and 
Siam, come to mind as examples of territory where, while conduct- 
ing ordinary trade, we should be wasting our energies to attempt 
intensive developments. In return we should gradually crowd out 
from our own sphere of special interest foreign interests wherever 
they are predominant to an uncomfortable extent ana quite beyond 
the requirements of an ordinary trade outside tha spheres of special 
interest of the foreign governments concerned. 

Quite aside from this common sense circumscribing of our 
spheres of greatest effort to make them comport with the facts of 
world politics, it is still true that there is not enough American 
capital yet available for foreign investment thorcughly to cover the 
duty of consolidating our economic position in the spheres where 
that necessity is most obvious. Also, there is a lack cf men trained 
for this work and willing to reside under tropical rain, amidst moun- 
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tain peaks, on broad savannas, and in ancient cities of manners and 
ideas quite alien to our own, in order to carry it on. “God gives a 
man his relatives;.he chooses his friends.” A nation is less fortu- 
nate. The hazards of history have made us a sphere of vital inter- 
est which we have to cultivate, however difficult it be. 


PROPER Support TO LEGITIMATE ENTERPRISES 


Let'us return to the formula. “The Department (of State) 
will give all proper support to legitimate and beneficial American 
enterprises in foreign countries.” A legitimate enterprise must be 
honest and fair, and just to the foreigners concerned. But it may 
be legitimate so far as the interested American is concerned and 
beneficial to him individually while not beneficial to the nation. 
Such would be the case if the dangers of seriously involving this 
country in fresh obligations outweighed any national advantage; if 
the investment diverted from channels of real national advantage 
money that might otherwise serve that advantage either abroad or 
at home; or if the project involved offending a valued friend among 
the nations. To merit the strongest governmental support, the 
foreign investment or enterprise must be really beneficial to the 
nation. 

In the formula, the phrase “all proper support” is advisedly 
indefinite. The Secretary of State must reserve the question of how 
much support will be “proper” in a given case, because when the 
question is asked it is a hypothetical one; because the question will 
be a political question,-to be affected, perhaps, by changing condi- 
tions; and because, above all, it will be one involving the careful 
consideration of subtle measures of national advantage,—which is 
the first measure, as the citizens’ right is the second measure, of 
the government’s support. The government’s obligation is its duty 
to the citizen, but the coefficient of that duty is its duty to the 
nation. 

Proper support is the discharge of the government’s obligation, 
limited by its variant authority or power, expressed in terms of 
action, diplomatic, or in the last resort, warlike. And that proper 
support is the duty to the citizen plus or minus the sum of political 
and economic national advantage. 

This almost mathematical expression of the theory of “Dollar 
Diplomacy,” to use the approbrious nickname, may assist a clear 
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understanding af a subject deplorably little considered by our 
countrymen. Illustration, however, will perhaps supply vividness 
to a dry statement. 


APPLYING “DoLLAR DIPLOMASY” 


Without law, it is of course only where the citizen thinks-he 
may ultimately need his government’s help to “pull his chéstnuts 
out of the fire” that he can really be controlled. He will buy Anglo- 
French bonds in full faith in the honor and stability of Great Britain 
and France. If he jumped into a pet private preserve of Great 
Britain or France and engaged in enterprises subversive of some 
policy of “protection, guidance and control” (to quote the classic 
of Japanese aggression in Korea), it is not intended to imply that 
his government would abandon him to his fete. It would seek 
equitable damages for him, but probably not specific performance. 
So it was, in principle, to give an analogous example, when the 
- American advisers were forced out of Persia by Russia and England. 
American influence in Persia was of no account to our natio, 
interest. An equitable adjustment doing justice in a gene 
to our citizens, would in such a case be proper policy. H, on the 
other hand, those advisers had been in a country where American 
influence was of national importance, the American government 
must have resisted their dismissal and insistec upon specific per- 
formance, although the contracts were no more binding in the one 
case than in the other. 

The convention with Santo Domingo, the agreement with Cuba 
involving certain public works, the convention of 1911 with Hon- 
duras (rendered sbortive by the vote of an advarse party majority 
in the Senate), the old arrangement and sonvention with Nicaragua, 
carried out after a fashion by the present administration, the loan 
policy with China, which the present administration promptly 
killed and now has made an unsuccessful effort to resuscitate,—all 
these involved foreign investments of such great and unquestion- 
able national advantage that the government was an active partici- 
pant in them; ani, by urging on the investors to lend themselves 
as instrumentalities of foreign policy, the government clothed those 
investors with rights to protection of especial dignity. 

Since this is not a discussion of American diplomacy at large, 
but is confined, so far as practicable, to one phase of that subject, 
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those transactions need not be described at length. Suffice it to 
say that the object of the Central American policy was “to substi- 
tute dollars for bullets,” to create a material prosperity which 
should wean the Central Americans from their usual preoccupation 
of revolution. Those countries have great natural wealth. Lack 
of capital, lack of skill, and still more the absence of any guarantee 
against confiscation and destruction due to the frequent revolutions 
when law and order are thrown overboard, prevent the development 
of their natural wealth by she people themselves. The same condi- 
tions throttle their export trade and destroy their purchasing power. 
Attacks upon American interests, and even upon the personal safety 
of American planters and others engaged in those countries, call for 
our government’s protection. The similar jeopardy of European 
interests demands, as an unavoidable corollary of the Monroe 
Doctrine, the protection of the American government. For the 
frequent interventions, moral or physical, thus necessitated, we had 
no convenient base. With great pertinacity certain far away Euro- 
pean powers, with an effrontery engendered by the inchoate state © 
of American foreign policy, have been at great pains to poach upon 
our preserves in the Caribbean and even on the Isthmus itself. In 
Central America, as in Columbia in theory, there was the question 
of an alternative inter-oceanic canal route, and that was a basis in- 
conveniently open for the preémption of a special interest which we 
could not afford to see go to others than ourselves. Trade with 
Central America was retarded by the lack of railways and by 
financial instability. The ports of our southern states, the logical 
centers of this rich trade, were being deprived by those adverse 
. conditions of a profit due them from the facts of geography. It is 
true that one or two of the republics of Central America are in far 
better condition than the others. To cite a case where the political 
and economic advantages are both of the first rank and where, there- 
fore, the measure of governmental support should be at its highest, 
I will refer to the policy toward Nicaragua, which illustrates only 
more completely what shculd be the spirit of our policy throughout 
the zone of the Caribbean. Indeed as now implemented our policy 
in effect is the same in principle in Panama, Cuba, Santo Domingo 
and Haiti. 
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Our Poucy Toward NICARAGUA 


In Nicaragua a New York bank of tbe highest standing was 
induced to invest in the financial rehabilitation of the country, its 
transactions giving it an interest in the railways and in the customs 
revenues, which it is always desirable to remove from the reach of 
revolutionary depredations. Americans were engaged as financial 
advisers, as claims coramissioners and in other important capacities. 
A convention was signed to give the United States a naval station 
in the Gulf of Fonseca, dominating three of the republics. A per- 
petual option upon the Nicaraguan canal route was assured us. A 
large sum of money was to be advanced Nicaragua for its most 
pressing needs, but to be expended only under American supervi- 
sion. The full fruition of this plan was postponed by partisan 
opposition in the Senate, but it was later taken over, in a general 
way, by the present administration and may ncw, it is hoped, meet 
a kinder fate. An outstanding feature of this particular policy is its 
effort to help our neighbors to help themselves end to do so in prac- 
tical ways, which advance at the same time the very real and quite 
legitimate and indeed the inevitable interests of our own country. 

The Nicaraguan arrangements are so comprehensive that they 
serve to illustrate many phases of the same policy we have seen 
pursued in Cuba, in Panama, in Haiti, in Honduras. The public 
revenues, especially the customs dues, must be placed out of reach 
of the revolutionary robber or the dictator, Capital must be brought 
in to establish peaceful husbandry and unmolested industry. Edu- 
cation and civilization must bring justice. A guiding hand must 
prevent foreign entanglements, which; under the Monroe Doctrine, 
straightway involve us. Even if the Monroe Doctrine had never 
been announced, common prudence would today force upon us the 
same policy from our southern border throughout the zone of the 
Caribbean. 


Tur Law or NATIONAL SURVIVAL 


No far seeing policy, but a natural human movement, accounts 
for the vast American investment in Mexico and for the penetration 
of thousands and thousands of Americans into Mexican territory as 
planters and miners and workers. Here a natural law and a political 
theory work together, as is the case whenever the political theory 
is sound. There are so many analogies between biology and inter- 
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national evolution that one may invoke a sort of “international 
biology.” The march of civilization brooks no violation of the law 
of the survival of the fittest. Neighboring countries comprise an 
environment. The strongest will dominate that environment. Sen- 
timental phrases about the sovereignty of weaker countries will no 
more permit them to run amuck with impunity than ranting about 
individual rights will permit an outrageous citizen to annoy a 
municipality and escape the police. The biological law of the ten- 
dency to revert to the lower type as the higher attributes are dis- 
used is at work among nations; and nature, in its rough method of 
uplift, gives sick nations strong neighbors and takes its inexorable 
course with private enterprise and diplomacy as its instruments. 
And this course is the best in the long run, for all concerned and for 
the world. The murder of two or three German missionaries in 
far-off China, cost China Kaichow and practically a province. The 
murder of many Americans in nearby Mexico, where by every law 
of neighborhood and policy they had a special right to be and to be 
protected, has cost Mexico so far—the reading of a great many 
communications. Life is priceless; but what of the investors, great 
and small? Here is a case where political and economic advantage 
to the nation are at a high level, where the government’s obligation 
to protect connotes a great degree of support as proper. This is so 
because no field of investment is more natural than that over the 
border, which fact gives the citizen the right to expect support, 
subject to the national interest concerned, in this case a high co- 
efficient. If so much be granted, the support, it has been said, is 
limited by its (the government’s) variant authority or power. 
Since no one doubts its power, our government’s task then becomes 
one of ways and means, with the evident duty of sparing so far as 
possible our own blood and treasure. The seizing and holding of 
revenues amply to cover all actual damages at once suggests itself 
as a practical medsure and one readily assimilable with the chastise- 
ment and chastening due from us if we do not repudiate the duties 
imposed upon us in the nature of things by Jaws as real as those of 
biology. 

This digression is pernaps excusable as anticipating the ques- 
tion of ways and means of protecting foreign investments and enter- 
prises in various cases which differ as widely as the one just described 
differs from an economic question with a first-rate power. There, 
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too, we bungle and are unprepared. We lack the weapon of a slid- 
ing-scale tariff, with discretion in the Executive to force justice to 
our interests by the threat of effective and prompt retaliation. 


Tue Srx-Powrr Loan Pouicy IN CHINA 


The six-power loan policy in China is in point upon this ques- 
tion of how the government would protect its citizens’ investments. 
Aside from the high repute of the Chinese people for commercial 
morality, what with the turbulent conditions of the Empire and its 
distance from us (except in the Philippines) one might say that the 
American government could ill afford to undertake to protect its 
citizens in great investments there. In China we have a traditional 
position of friendly concern and a commerce that once promised 
very well. But we have not the political mandate of a cardinal 
principle of policy nor the natural mandate of neighborhood as we 
have in Mexico. : 

Mr. Knox “pooled” our interests in vast railway constructions 
and currency reform, involving huge investments of capital, with 
the interests of five other great powers. In this way, America 
secured its share in those lucrative undertakings while its share 
of responsibility in protection was only one-sixth of what it other- 
wise would have been. 

Let us further examine that Chinese policy which the present 
administration in a heat of partisanship so ruthlesely reversed, to 
learn later, as it did in respect to a number of other matters, that 
foreign policy is not domestic polities, We may be our “brother’s 
keeper” in the case of Mexico. We are certainly not Ching’s 
keeper. I do not therefore attach to the purely political aspects of 
our Chinese policy quite the same importance that some do. There 
is working in the Far East an “international biology” that we have 
neither duty nor interest in radically interfering with. Times have 
changed since Mr. Hay expressed in idealizations about the “‘integ- 
rity” of China the good will America had always felt for that Em- 
pire. However, we wanted and we still want the “open door” of 
ordinary equality of commercial opportunity. Beicre showing how 
Mr. Knox’s policy served those practical ends, the political aspect 
may be touched on, although it is rather one of sentiment than one 
related to a policy of the first class that a nation would fight alone 
for. 
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Naturally enough, Russia and Japan have designs upon out- 


lying Chinese territory and certain Chinese provinces. Manifestly, ~~ 


to concatenate great interests of theirs with great interests of four 
other powers preferring to preserve China pretty well intact would 
tend to create a community of interest in the preservation of China’s 
integrity. If two men with certain intentions were chained to four 
men with other intentions, the course of the group would differ from 
the untramelled progress of the first two men. Thus, without any 
offensive or radical interference with other nations’ natural expan- 
sion, the United States, with Great Britain, France and Germany 
would have had a share in zhe first practical arrangement ever sug- 
gested to work with any effect along the lines of the rather illusory 
declarations of Mr. Hay. 


SIGNIFICANCE OF THE Knox POLICY TOWARD CHINA 


Turning from this now more or less chimerical consideration, 
we note the really brillian; statesmanship of Mr. Knox in placing 
us, with no danger and with only a small share of responsibility, 
and that divided with powerful partners, in a position not only of 
dignified equality, but of actual leadership in the large concerns of 
the Chinese Empire! To realize how important that rôle was to 
our general Chinese trade one must know China. Besides indirect 
effects, the Chinese arrangement gave us such economic national 
advantages as these: American engineers would be appointed and 
American railway materials would be used on our proportional part 
of the whole railway sysiem. That meant money to American 
industry. As to the bankers’ profits in the loans and the ultimate 
bondholders’ income, they were good for the country too, economi- 
cally, but were so clearly a means to a greater end that the bankers 
had to be urged into the whole transaction and, during its difficult 
course, often urged to remain interested. If this had not been done, 
and if American bankers had not responded with a good deal of 
patriotism, the biggest transactions ever undertaken in China would 
have proceeded without the least participation by the country 
which had officially talked most of China’s opportunities. 

Reference to the direct economic advantages to the nation to 
be found in the railway loans to China brings us to a few last com- 
ments upon the measures of economic advantage in foreign invest- 
ments. Lately a gentleman prominent among those who are at 
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last making a campaign for foreign trade spoke of Russia as a great 
field for American enterprise and in doing so spoke particularly 
of the opportunities for branch factories. Now this question of 
“extraterritorial enterprise” is a familiar one to the practical 
diplomatist. A branch factory in a foreign country may be very 
profitable to the capitalist, and it will be better than nothing in so 
far as it brings money into the United States; but it does not directly 
pay American wages or enrich and build up American communities, 
as do great foreizn orders to be executed in American factories at 
home. Therefore the foreign branch factory is of relatively slight 
national advantage and has relatively small claim on the benevolent 
interest of the government. Such, by the way, would not be the 
case of an American factory established where it was especially 
desired to strengthen the national in‘luence, particularly if the 
factory was not in point-blank competition with a home factory 
and in that way deflecting wages from Americans to cheaper foreign 
labor on the spot. 


Tan GovERNMENT SHoutp Gums FOREIGN INVESTMENTS 


The necessity of having our exports paid for ultimately in goods 
or securities (anc not always in gold) makes it of interest to the 
governinent to encourage investment in certain countries. We 
cannot, for example, buy the coffee crop of all Latin America. 
Indeed to encourage here, to deter there, in short, more or less to 
guide foreign investment, is a proper function of government. 
There should not be obligation without authority. The value of our 
home investments rests, in the last resort, upon our municipal law. 
The value of our foreign investments rests, in the last resort, upon 
our diplomacy, the conduct of our foreign policy. The efficacy of 
these depends upcn our prestige and our military power, and these 
last are the possession of the nation. 

There would thus be a logic in a requirement of official permis- 
sion to list foreign securities in our markets or to undertake certain 
foreign enterprises. For the exercise of this discretion we should 
need a little law. It might be vested in a small committee, for 
example, of competent officials of the Department of State, of the 
Treasury and Federal Reserve Board, with the Chairmen of the 
Foreign Relations and Foreign Affairs committees of Congress. 

It seems, after the question has been mooted for years, that 
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we still need a law (perhaps!) to keep the Sherman Anti-Trust law 
from frightening our manufacturers and merchants out of their 
right to combine to compate with Europe in foreign commerce. 
Only now have our laws a little helped our bankers to establish 
themselves abroad and to give our trade and enterprise the needed 
facilities. We are very backward in foreign affairs, commercial, 
financial, and political, and disposed to neglect all that hard ground 
that lies between great visions and small details. The end of the 
war will leave with the problems of foreign investment and enter- 
prise and the government’s relation thereto a new urgency. And 
laws or no laws, if we are to deal wisely with them, the realities of 
American diplomacy must become matters of conscious concern 
and intelligent interest to American citizens. Only so can govern- 
ment be compelled, under our system, to perform its task of leader- 
ship, to make effective its proper relation to foreign investment and 
enterprise. 


DOLLAR DIPLOMACY AND FINANCIAL IMPERIALISM 
UNDER THE WILSON ADMINISTRATION 


By Freveric C. Hows, 
Commissioner of Immigration at the Port of New York. 


Dollar diplomacy is the name by which cverseas expansion and 
financial imperialism have come to be known in the United States. 
It was first consciously promoted during zhe administration of 
President Taft by Secretary of Stats Knox, who entered into treaty 
relationships with Central and South American states for the pro- 
motion of American trade and finance to which was lent the 
active support of the state department and the diplomatic service. 
But dollar diplomacy is only incidentally a trade policy. It is 
primarily a financial policy. And ic we may judge by the interests 
promoting dollar diplomacy in the United States, as well as the 
forms which it has assumed in England, France, Germany, Ruasia 
and Japan, trade as such is merely a guise for financial exploitation. 

Financial imperialism or dollar diplomacy seems to me to be 
the gravest menace before the American people. Underneath other 
issues it is the paramount issue in the present campaign. It not 
only involves the ending of the splencid isclation of the United 
States from questionable relations with other peoples; it involves 
the conversion of the state department and the army and navy into 
collection and insurance agencies for Wall Street interests, conces- 
sion seekers, munition makers, and those who would exploit weaker 
` peoples under the philanthropic assurance of promoting their 
development. 


Rurnovus Demanps IN Sıx Powzr Loan To CHINA 


The most noteworthy instance of dollar diplomacy was the 
Chinese six power loan; a loan which was negotiated by China 
under duress. She needed $30,000,000 for the rehabilitation of her 
finances and sought this sum in the financial markets of Europe. 
China found all avenues of aid closed against her except certain 
favored banks in each country which had the exclusive support of 

312 : 


DorLaRr DIPLOMACY AND FINANCIAL IMPERIALISM 313 


the home government. Attempts to make the loan from indepen- 
dent bankers on reasonable terms were blocked by the respective 
foreign offices. Ultimately China found that she could only borrow 
from a syndicate of favored English, German, French, Russian, 
American and Japanese bankers, who formed the six power loan. 
They exacted ruinous terms. They refused to make a loan of 
$30,000,000, and insisted (according to the best reports obtainable) 
that China should borrow $300,000,000, or ten times what China 
needed. Now the financial integrity of the Chinese people is above 
question. A loan of $30,000,000 could easily be carried by that 
nation. The reason the banks and the countries back of the banks 
insisted upon an excessive loan was that it then became possible 
to exact conditions which would not have been possible under a loan 
of a smaller amount. And these conditions involved the political 
integrity of China. They involved an invasion of her sovereignty. 
The lending powers insisted that China should turn over the ex- 
penditure of the loan and tke administration of the salt monopoly 
to European control. 

A further reason for the big loan and these exactions was the 
expectation that China could not meet the interest on such a loan 
and that her territory would be divided into spheres of influence in 
each of which one of the lending countries could make use of the 
closed door to keep out all other nations in the exploitation of the 
resources, railroad building and trade of the territory. For the 
closed door, the exclusive concession, ending with a protectorate, 
is one of the inevitable corollaries of dollar diplomacy. The ex- 
ploitation of the resources of the country, as well as the people 
themselves, is far more profitable than even the making of loans, no 
matter how usurious the terms of the loans may be. And China’s 
finances were in a bad condition. There was danger that the an- 
nual charges of $42,500,000 on the foreign debt would not be met. 
In addition indemnity payments were in arrears to the amount of 
$15,000,000. With an added debt of $300,000,000 it was not im- 
probable that China might go bankrupt, especially as the control 
of her tariffs and internal revenue systems were all to be placed in 
the hands of representative of the bankers who made the loan and 
who if we may judge by Egypt, Tunis, Morocco and Persia, were 
not disinclined to see China go bankrupt. 
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Cura’s Prorest TO Our GOVERNMENT 


The United States was represented in the six power loan through 
a group of New York banks which claimed to have been encouraged 
by the Taft administration to participate in the loan. That such 
encouragement was given was indicated by the J. P. Morgan Com- 
pany after President Wilson had suggested the withdrawal of the 
American group from the six power loan. This action of President 
Wilson was in response to a protest from the Chinese government, 
which said that it could not assent to the exacticns and usurious 
terms, as well as the invasion of the soverignty which the six power 
loan involved. This action of disapproval was taken by President 
Wilson almost immediately after his inauguration in office in 1913, 
the loan having been negotiated during the previous year. 

As a result the American bankers withdrew from the loan. 
They have ever since protested ageinst the action of the administra- 
tion. China, however, freed from the cordon of powers which was 
drawn about her, was strengthened by the action of President 
Wilson and succeeded in negotiating a loan that was more favorable 
than that originally proposed. She finally succeeded in placing a 
loan of $125,000,000 in April, 1918, into which group Japan and 
Russia were admitted for political reasons. Under the terms of 
this loan the control of China’s affairs by European ,agents was 
modified by the appointment of “advisers” to direct the expendi- 
ture of the loan and to supervise the revenues of the country. A 
British representative was placed in charge of the salt monopoly; 
French and Russian advisers in charge of the audit department; 
and a German adviser of the loan department. 

For four years representatives of the powerful financial institu- 
tions of New York, comprising J. P. Morgan and Company and the 
Standard Oil group, have been quietly and openly protesting against 
the refusal of President Wilson to identify the state department 
with overseas finance. The demand is not made in such bald terms, 
for the American people would noi sanction the uss of the agencies 
of the government as a collection and insurance agency~for Wall 
Street interests. Yet stripped of accessories, that is all that dollar 
diplomacy means. It means that the American banker, concession 
seeker and exploiter shall be permitted to negotiaze any kind of a 
contract and once the contract is secured it shall have back of it 
the strong arm of the government to enforce its terms. If revolu- 
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tions break out that thresten the investment, if the interest is too 
heavy to be paid, the army and navy shall be dispatched to suppress 
the revolution or bring about a government selected by the finan- 
ciers to insure their investments; for foreign loans and concessions 
are accompanied by treaties. Treaties are part of the contract of 
borrowing. And under the treaties the borrowing power guaran- 
tees the investments and by implication authorizes intervention 
by force, if necessary, to validate contracts, if it is unable to insure 
them. itself. 


Tun Oxtew or “DoLLAR DIPLOMACY” 


European international law now sanctions this right of a lending 
nation to interfere with the internal affairs of the borrowing nation. 
It is a doctrine first formulated by Lord Palmerston of England 
about the middle of the last century in connection with the claims 
of a Portuguese Jew who said he was a British citizen. Loans had 
been made by him to Greece. Their terms were not met, and 
British gunboats were sent to Greece to insure its payment. This 
was the beginning in modern times of the doctrine that the flag 

. follows the investor; that the strong arm of the government may 
be used for policing weaker countries that fail to meet their debts. 
It has since been accepted as a doctrine of international law by 
England, France, Germany, Japan and all of the greater powers, and 
has been used to the limit to bring defenseless people under the sub- 
jection of the creditor naticn. This is the ultimate meaning and 
inevitable consequence of dollar diplomacy as demanded by the 
financial interests of America. Some of the consequences of this 
policy will be referred to later. 

The President’s disapproval of the Chinese loan was accom- 
panied by a statement that the administration would not sanction 
it because it “did not approve the conditions of the loan or the 
implications of responsibility on its own part which it (the adminis- 
tration) was plainly told would be involved in the request.” “The 
conditions of the loan,” said the President, 
seem to us to touch very nearly the administrative independence of China it- 
self, and the administration does not feel that it ought even by implication to 
be a party to this condition. The responsibility on its part which would be 
implied by requesting the banks to undertake the loan might conceivably go 


to the length in some unhappy contingency of forcible interference in the 
financial and even political affairs of that great Oriental state. 


z 
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THe REAL SIGNIFICANCE or THE Witsox Pouicy 


President Wilson’s administration has drawn a definite line 
of demarcation between trade and commerce as such and dollar 
diplomacy. And there is a very distinct difference. The ad- 
ministration has said that it will do everything in its power to obtain 
equality of opportunity for Americans in the development of foreign 
trade and in the promotion of American commerce. To this end 
consular and other agents may be employed. But it has insisted 
that nothing shall be done that interferes with the sovereign rights 
of other governments to regulate their own internal affairs. Presi- 
dent Wilson has insisted on the irherent right of weak and strug- 
gling peoples to work out their own internal problems free from 
coercion or intervention by the American people. The adminis- 
tration has refused to assume responsibility for, or to guarantee the 
financial obligations of, weaker states in their dealings with Ameri- 
can capitalists. And the department of state has insisted that it 
will exercise its own right to decide each case incependently as it 
arises and upon its merits, always with the understanding that this 
government is under no obligation to interfere by force or by menace 
of force in the financial or political affairs of other countries. 

The refusal of the United Stetes to sanction financial imperial- 
ism goes back to the famous Drago doctrine enunciated in 1902 
at the time of the attempts of European powers to coerce Venezuela. 
The Drago doctrine is to the effect that a public debt carries with 
it no right of armed intervention or of the occupation of territory ` 
in North or South America by any foreign power. This doctrine 
was subscribed to by Elihu Root, then Secretary of State. It was 
later accepted by the Hague peaze conference in 1907. Yet such 
acceptance has in no way interfered with the aggressions of foreign 
powers in other countries than those protected by the Monroe 
Doctrine. 

Mr. Willard D. Straight, formerly of the firm of J. P. Morgan 
& Company, and at the present time connected with the American 
International Corporation, has ckallenged this doctrine on several 
occasions; and inasmuch as he has assumed to speak for the finan- 
cial interests, his utterances are authoritative. In a speech before 
the National Foreign Trade corvention in Washington he said: 


I think we will see a time when ths government will stand behind foreign 
loans; when it will be recognized that the governmant is the great codrdinating 
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power which shall bring the banks and manufactures and the public together; 
and will announce that it will support such and such a loan so long as it 
realizes that the proceeds thereof are to be used for the benefit of American 
industry. 


Eneuise Frvancian Conquest or Eayrt 


All this sounds very patriotic and reasonable. It is a policy 
to which American trade and business would generally subscribe. 
There is every reason, it may be said, why the government should 
encourage overseas finance. The declarations of the financiers of 
England, of Germany, of Russia and for France were probably just 
as patriotic and just as defensible as these. Yet the history of the 
world during the past thirty years is full of the most brutal crimes 
committed in defense of this doctrine. Since 1880 over 100,000,000 _ 
people have been made subject to Great Britain, France and Ger- 
many alone at the dictation of overseas concession holders and 
financiers who paraded the flag of their country and the doctrine 
of Lord Palmerston as a justification of their claims. Millions of 
miles of territory have been seized, and with the exception of China 
and South and Central America practically every spot on the globe 
has been placed under the control of the financial interests of Europe. 
The process hegan in 1882 with the occupation of Egypt, into which 
country England went, according to Lord Cromer, at the insistence 
of the financiers. Egypt was loaded with debt. A spendthrift 
Khedive borrowed money at usurious rates. An indebtedness in 
excess of $400,000,000 was created in a few years’ time out of which 
unhappy Egypt received only $100,000,000. The rest was kept 
for commissions, securities and other profits of the bankers. The 
interest on the debt became insecure. The natives were crushed 
by oppressive taxation. Finally when further taxes could not be 
squeezed from them, Alexandria was bombarded and Egypt occu- 
pied. Such was the motive of the English conquest of Egypt. It 
is set forth in state papers, and is portrayed at length in a remark- 
able book entitled Egypt’s Ruin written by Theodor Rothstein. 


Francs, Germany anD Russia FotLtow Surr 


The example set by Great Britain in Egypt became the model 
of France, Germany and Russia. The unhappy exploitation of 
Morocco by the allied powers nearly brought on the European War 
in 1911. Morocco was a free state. She was governed by a weak 
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and spendthrift prince. The bankers of the allied powers forced 
loans upon him and increased the indebtedness oT this state from 
$4,000,000 to $32,000,000 in sevén years’ time. Colossal commis- 
sions running into the millions were taken on these loans by the 
bankers. The loans were accompanied by concessions for mines, 
railroads, docks, and all of the profitable industries of the country. 
The revenues of the state were placed under the control of foreign 
advisers. The taxes were used to vay interest on the loan. Finally 
the Sultan was only able to meet kis nseds by crushing taxes on the 
peasants. The peasants protested. The protest was magnified 
by the financial press of France into a revolution. It was said that 
foreigners were being butchered by the Moors. France sent an 
army of intervention. The country was occupied. Fez was cap- 
tured. The closed door against other countries was adopted by 
France. Germany protested and sent the ‘‘Fantker” to Morocco. 
England then joined with France, and as a resut of the conflict 
Europe was on the verge of war in the year 1911. 

This is financial imperialism. Egypt, Tunis and Morocco are 
not isolated cases. The Boer War was the result of the exactions 
and demands of the gold mine owners and the diamond mine owners 
in South Africa. They wanted to be free from taxes. They desired 
cheap labor. They fomented local troubles. The great mining 
syndicates owned or controlled pertions of tke English press, and 
finally lured the British government into South Africa to give 
greater value to the mining concessions and to subdue the natives 
into willing workers at starvation wages. Germany plundered 
Turkey and Asia Minor by the same means. She secured the 
concession for the Bagdad railroad. Her bankers made $25,000,- 
000 in commissions and saved $41,000,000 in ccnstruction costs. 
These, however, were charged against the Turkish government. 
Germany practically controlled the revenue system of Turkey; and 
the Deutsche Bank, the representative of German finance, became 
the real ruler of Turkey and Asia Minor, and reduced that state to 
a condition of subjection through its many political and financial 
ramifications. aa 

Financial penetration reduced Roumanis, and Bulgaria to the 
same abject subjection to Germany. The Jepanese-Russian War, 
it is now admitted, was largely the result of the clamor of financial 
interests seeking to exploit Manchuria. 
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AMERICAN FINANCIAL DOMINATION OF Maxico 


All these powers are a unit in their desire for a strong govern- 
ment in Mexico which can be controlled in the interest of the great 
financiers who own the gold, silver, copper, oil and other mineral 
resources of the country. They own the railroads, the public 
service corporations of the cities. They have great plantations. 
The combined concessions and claims of foreign financiers in Mexico 
aggregate not less than $3,000,000,000, or about four times the total 
wealth owned by all the Mexicans of Mexico. Many of these 
grants and concessions were obtained by bribery and corruption 
under the Diaz régime. Even the lands of the Mexican people 
were stolen from them. The people were driven with machine guns 
from their common lands which they had occupied for centuries, 
in order to force them to work in the mines at beggarly wages. 
Mexico was a foreign feudatory owned by foreign financiers who 
had the backing of their state departments in their support of Diaz 
and later Huerta, and who are actively interested in the overthrow 
of Carranza, just as they were in the overthrow of Madero. Ameri- 
can concessionaires hold thelargest stakes in Mexico. It is a 
Mexican saying that the capital of Mexico is not Mexico City, it is 
New York. 


FINANCIAL [MPERIALISM Demanpina Doran Dietomacy 


It is as a panoply for such offenses as have been committed in 
Egypt, Tunis, Morocco, Turkey, Asia Minor and China that dollar di- 
plomacy is being insisted on by the great financial interests of Ameri- 
ca. It demands the backing of the state department, and the use 
of the diplomatic and consular service. When these fail it demands 
a great navy to enforce its claims, collect its debts and insure its con- 
cessions. Dollar diplomacy means that American sovereignty shall 
penetrate into weak states, overthrow revolutions and rebellions, 
and substitute a strong privileged government for a government 
by the people, if such government by the people insists on the reg- 
ulation of its own internal affairs for the benefit of the state. The 
financiers of America are especially insistent because America has 
now become a great creditor nation. Our banks are bulging with 
surplus wealth. The resources of the national banks alone are in 
excess of $14,000,000,000. Interest rates at home are falling. The 
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Federal Reserve Act is reducing interest still further. Wall Street 
will not permit domestic investments in the things Wall Street owns, 
in mines, railroads or the great industrials like sugar, tobacco, the 
packing industry, wool, cotton, and copper, for investment at home 
means competition with the things Wall Street owns. 

An outlet must be found for the surplus wealth of America. 
It can only be found overseas. Overseas investments, however, 
will only be made with the army and the navy as an insurance agency. 
And this is what the new privilege, the privilege of financial imperi- 
alism, is demanding. It is demanding that the United States shall 
become a partner in the placing of loans with Zoreign governments; 
that it shall aid in the securing of concessions and privileges for the 
building of railroads and the acquisition of mines; that the State 
Department shall negotiate treaties with other countries securing 
favored contracts for American financiers coupled with treaty pro- 
visions that in case of the failure of the contracting power to live 
up to its obligations the United States shall be empowered to in- 
tervene and see that the terms of the contract are carried out. 
Dollar diplomacy means entanglingjnternaticnal relationships, not 
on grounds of mutual political interest, not on grounds of advancing 
the peace and well-being of the world,—dollar ciplomacy means that 
the relations of the United States with the outside world shall be 
determined by the pecuniary interests of a small group of financiers 
who now control the credit of the country and whose prospects are 
menaced by surplus capital seeking investment az home. Dollar 
diplomacy means not only these things; it means that the country 
must commit itself to a great navy, to militarism, possibly to uni- 
versal military service, in order that we may be ready to meet any 
one of the great powers with which we may come into conflict in the 
further partition of the world, in the division of which the great 
powers of Europe have heretofore had an unchallenged monopoly. 
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THE PROBLEM OF EAILWAY TRAINMEN’S WAGES 


By Juos H. PARMELEE, 
Statistician, Bureau of Railway Economics, Washington, D. C, 


I Econcmic CONSIDERATIONS 


Steam railways of the United States had an average pay roll 
during the fiscal year ended June 30, 1916, of not far from 1,700,000 
persons, and paid out some $1,500,000,000 in wages. These enor- 
mous, almost inconceivable, aggregates represent the activities of an 
industry which, not only because of its magnitude but also because 
its operations are the pulse-beats of the nation’s economic life, is 
of the most vital interest to every citizen. Since the item of com- 
pensation toemployes represents two-thirds of the total expenditures 
of the railways, we see why the problem of railway wages lies so 
close to our minds and our pocketbooks. Of especial importance is 
the problem when, as in the eight-hour day agitation of the railway 
trainmen in 1916, any increase in rate of pay, resulting in an in- 
creased wage aggregate, threatens to translate itself almost imme- 
diately into increased freight or passenger rates. 


II Basis or TRAINMEN’8 COMPENSATION 


Railway trainmen represent a group of employes whose basis of 
compensation differs from that of any other class of labor, either 
within or without the railway industry. Not only is their work 
peculiar to the railway industry, but it is sui generis as to method of 
compensation. The probl=m of the hours of labor and the wages of 
trainmen has been before zhe public now daily for months, and we 
are likely to become even nore intimate with it before the year 1917 
is far advanced, yet I venture the statement that not one man ina 
hundred can explain the underlying features of wage payments to 
trainmen, the method of computing their compensation, the various 
alternative methods or bases of computation afforded the men, the 
rules and regulations that modify the computations, and so forth. 
Yet there must be some conception of the problem in detail, before 
there can be sound judgment as to the merits of the claims made by 
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the trainmen or the replies of the railways thereto; it is worth 
while, therefore, to attempt a brief summary of the problem. 

Just how, or why, the basis of railway trainmen’s wages is 
what it is, or when o> where it came into being, is keyond the scope 
of the present discussion. Suffice it that today, and for some years 
past, trainmen’s compensation has been computed on a mileage, that 
is, a piecework, basis. If this were all, the problem would be com- 
paratively simple. Unfortunately for the layman, however, a 
number of additional factors enter in to complicate the question, the 
most important of which is the time-limit principle, designed to 
protect the men on the slower freight trains. This time-limit 
principle provides, in brief, that a trainman is paid on a mileage 
basis except when his time slip shows that his hours on duty exceed 
a time-limit proportionate to his mileage. In the latter case he is 
paid on a time basis. 

Both in freight and passenger service on most railways, the 
wage schedules provide that 100 miles or less shall constitute a 
day’s work. The passenger service is usually on & speed basis of 
twenty miles per hour, and the freight service ten miles per hour. 
That is, the standard working day is five hours for passenger crews 
and ten hours for freight crews. A man called for work is guaran- 
teed a full day’s pay no matter how few hours he works or how few 
miles his train runs. If a freight engineer is on duty ten hours or 
more without running 100 miles he is paid as much more than a 
day’s pay as his hours are above ten, and if he runs 100 miles or 
more in less than ten hours he is paid as much more than a day’s 
pay as his miles are above 100. If he either works more than ten 
hours or runs more than 100 miles, or both, he receives payment for 
the overtime or the excess mileage, whichever produces the greater 
amount of wages. In other words, if the freight train on which a 
man is employed averages less than ten miles an hour he is paid on 
the hourly basis; if it averages more than ten miles, he is paid on the 
mileage basis. The result is that practically no train employes 
work more than ten hours for a day's pey, and thousands work less. 
Thus, the ten-hour day in railway train service merely indicates 
the maximum limit of time for which a day’s pay is granted, al- 
though in other industries a ten-hour day means that employes 
not only do not work more than ten hours, but also do not work 
less than ten hours, to earn a day’s pay. 


Qo? 


RAILWAY TRAINMEN’s WAGES 


. III Tre TRAINMEN’S BROTHERHOODS 

Railway trainmen maintain perhaps the best organized labor 
unions in the world, closely knit together, ably generalled, well 
financed, with a keen consciousness of their power. The Brother- 
hood of Locomotive Engineers. organized in 1863, has now 75,000 
members. This organization has been termed “perhaps the most 
aristocratic of trade unions.” The Brotherhood of Locomotive 
Firemen and Enginemen, organized in 1873, reports about 85,000 
members; the Order of Railway Conductors, organized in 1868, 
reports about 50,000 memtkers; while the Brotherhood of Rail- 
road Trainmen, organized in 1888, reports a membership of 
135,000. 

These four organizations, commonly known as the “ brother- 
hoods,” comprise about 350,000 members, or about nine-tenths of the 
total number of railway trainmen in the United States. Trainmen 
received in 1916 wages aggregating about $400,000,000. That they 
are among the best paid railway employes is shown by the fact that 
they form about 17 per cent, or not quite a fifth, of the total number 
on the railway pay roll, but receive about 27 per cent, or over one- 
fourth, of the total wages. They have also what are probably the 
largest earnings of ary large class of skilled labor in the world. 
Official returns of trainmen’s earnings in 1916 have not yet been 
filed by all the railways witk the Interstate Commerce Commission, 
but preliminary tabulations covering 124 roads, with an operated 
mileage of 144,000 miles, indicate average annual earnings approx- 
imating $1,970 for enginemen, $1,200 for firemen, $1,700 for con- 
ductors, and $1,045 fcr otker trainmen. 


IV Tue Demann or 1916 


The four brotherhoods came together in 1916 for a concerted 
demand on the railways, their employers. Each of the brotherhoods 
had waged regional fights before; in several cases two or three of 
the brotherhoods had joined hands in a regional fight for higher 
rates of pay. But no one brotherhood had made nation-wide de- 
mands before, nor had the Zour brotherhoods worked together even 
in regional demands. It was for the first time, then, that the four 
brotherhoods joined ferces in 1916 and made a concerted demand on 
practically all railways of the United States, on behalf of all the 
trainmen. Here, indeed, was an impressive demand, not only in- 
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volving 350,000 to 400,000 workers directly, but threatening to 
throw out of work perhaps a million other railway employes, who 
would be forced to quit their duties if the trainmen, failing to gain 
their ends peaceably, should tie up railway operation by means 
of a strike. : 

The gist of their demand was as follows: In road service, 100 
miles or less, eight hours or less, shell constitute a day; overtime 
shall be computed on a time-and-one-half basis, and will begin 
after eight hours on a run of 100 miles or less, or on a longer run 
when the time on duty exceeds the miles run divided by twelve and 
one half. The eight-hour day shall replace the ten-hour day in 
yards, overtime shall begin after eight hours, and shall be computed 
on a time-and-one-half basis. 

On the face of it, this demand simply replaces the ten-hour day 
with an eight-hour day, and establishes an overtime rate of time- 
and-a-half. As a matter of fact, there are several underlying fea- 
tures that considerably affect the bearing of the demand. Notice, for 
one thing, that the brotherhoods do not abandon mileage as the 
chief factor in computing‘ compensation, but strengthen the time- 
limit principle by increasing the speed basis from ten miles to 
twelve and one half miles. Again, the demand applies only to the 
freight service, although this is not specifically stated; for practi- 
cally all passenger wage schedules establish the kasic day of five 
hours. Still further, and most important of all, the demand recog- 
nizes the exigencies of train operation by claiming overtime pay on 
runs over 100 miles not after eight hours, but after such number of 
hours as represents the mileage divided by twelve and one half. 
Thus on a run of 125 miles overtime would not commence until 
ten hours had elapsed; on a run of 140 miles, eleven hours and 
twelve minutes; andsoon. This point is of great significance, and 
will be developed later. 

The demand of the trainmen was formally made in March, 
1916. Through various stages negotiations proceeded till they 
landed both sides in absolute deadlock. In June of that year the 
brotherhoods proceeded to take a “strike vote,” or referendum, 
indicating the willingness or unwillingness of each individual train- 
man to go op strike in order to gain the desired ends. Under the 
constitutions of three of the brotherhoods the Isaders have no 
authority to call a strike unless and until directly empowered to 
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bo by referendum vote of two-thirds of the members involved. In 
late July, 1916, the result of this vote was announced as overwhelm- 
ingly in favor of a strike, and negotiations were resumed. These 
again resulted in deadlock, and the President intervened to save 
the situation, if possible, and avoid a national railway tie-up, with 
all its attendant suffering and ruin. 


X 


t 


V Tase Apamson Eramr-sourR Law 


The result of the President’s efforts is still fresh in our minds. 
After protracted conferences with both sides, it was discovered that 
a secret strike order had been issued by the brotherhood leaders, ef- 
fective on Labor Day. At the President’s behest, Congress there- 
upon enacted the so-called Adamson eight-hour law, which was 
approved on the eve of the strike and just in time to stay it. 

Section 1 of the law provides that 
aight hours shall, in contracts for labor and service, be deemed a day’s work and 
the measure or standard of a day’s work for the purpose of reckoning the compen- 
sation for services of all railway employes . . . . engaged ın any capacity 
in the operation of trains used for the transportation of persons or property. 


Section 2 creates a commission of three, to “observe the opera- 
tions and effects of the institution of the eight-hour standard work- 
day.” 

Section 3 provides 
that pending the report of the commission . . . . and fora period of thirty 
days thereafter the compensation of railway employes subject to thisact , 
shall not be reduced below the present standard day’s wage, and for all necessary 
time in excess of eight hours such employes shall be paid at a rate not less than the 
pro rata rate for such standard eight-hour work-day. 


The provisions of the act were made effective January 1, 1917. 


VI Tse RAILWAYS AND Tan Erapt-HouR Work DAY 


Certain specific reasons are given by the railways for opposing 
the principle of an eight-hour working day in train operation. 

First. Passenger and freight trains are run at all hours of the 
day and night. Trains that run on a regular schedule must, be 
manned with crews, no matter what hour of the twenty-four it 
may be. Trains that do not run on schedule are usually the slow 
freight trains, handling local or way freight. These are frequently 
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sidetracked to allow the passage of passenger trains and of scheduled 
freight trains; they are necessarily sandwiched into the train 
dispatcher’s scheme as best he may arrange for them; they are the 
footballs of the tracks, and there can be no thought of running 
them within any regular time limits. Even through freight trains, 
and sometimes mixed passenger and freight traims as well, may 
fall into this same category. The situation is further complicated 
by the evident necessity of running trains at varying rates of speed. 
Hence arises the impossibility of putting all trains onto an 
eight-hour basis, or some trains even onto a ten-hour basis. This 
is the principal railway argument against the eight-hour work 
day. As we have seen, the argument has a basis im that provision 
of the trainmen's demand which, on runs above 100 miles, defers 
the payment of overtime as much beyond eighs hours as the 
mileage is more than 100. By including such a provision in their 
demand, the trainmen clearly recognized that the eight-hour max- 
imum work-day is not feasible on all runs or unde? all conditions. 

Second. At most of the railway termina. points towns 
have sprung up and the railways have expended millions in pur- 
chasing land, laying out freight yards, and buiding necessary 
roundhouses, repair shops, freight depots and warehouses. These 
facilities have been distributed along the line of each road at various 
intervals, which are generally covered by the slower freight trains 
in from ten to twelve hours. Now shorten the work day to eight 
hours, and you must either move your terminals nearer together or 
speed up your trains. 

Third. The alternative of moving terminals choser together is 
clearly out of the question. Not only would it eost billions in 
money, but the change would throw countless communities out of 
their line of natural development, would disturb property values, 
and in any case would be well nigh impracticable as a physical ac- 
complishment. Were the railway network to be corstructed in the 
future, or were even now in process of construction, the thing might 
be practicable; with the railway system already established and 
solidified, however, this alternative is unthinkable. 

Fourth. To speed up freight trains is the other alternative. It 
would require freight crews to make their runs in 3ight hours or 
less instead of ten, or to put it differently, to average twelve and 
one-half miles an hour instead of ten miles. This slternative has 
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been proposed by the trainmen themselves as a solution of the 
problem, and was in fact the speed basis established by their de- 
mand of 1916. Run your freight trains a little faster, they argue, 
cut down the number of cars or increase the engine power if nec- 
essary, but at any rate increase your train speed. 

Here is the railways’ answer: All past increases in cost of 
capital, of materials and supplies, and of labor have been neutral- 
ized only by increasing the efficiency of railway operation. This 
has consisted almost wholly in increasing the capacity of freight 
cars, the number of cars in a train, and above all the length and 
weight of freight trains.! All these factors of increased efficiency 
have served merely to offset the increasing costs of operation, which 
are indisputable. They have also served of necessity to slow down 
the normal rate of speed of the long, heavy trains, both on the line 
and in terminal yards. 

Another advantage claimed for larger train oad: is their 
favorable effect on the safety of railway operation; the larger the 
average train load, the fewer are the trains required to handle a 
given amount of freight. This lowers the density of traffic, reduces 
the chances of collision at meeting and passing points, and increases 
the margin of safety. This is especially true where speed is neces- 
sarily reduced because of great train weight and length. 

Without dwelling on this point of comparative safety, it is 
clear that if increased physical efficiency has served to offset the 
increasing costs of operation, then lowering that efficiency by de- 
creasing length of trains and size of train loads to secure increased 
speed will mean increased operating costs, which in turn must be 
offset by increased revenues. And increased revenues can only 
be had by means of higher freight and passenger rate levels. 

This brings us to the kernel of the railway point of view, and 
to their specific arguments against the eight-hour work day. Ifyou 
cannot move your terminals, then you must either speed up your. 
trains, sacrificing efficiency and increasing your operating costs 
thereby, or else you must maintain your present operating condi- 
tions, run your freight trains ten hours or more a day, and be pre- 


1 From 1910 to 1915 average freight car capacity increased from 36 tons to 
40 tons, number of cars per freight train from 28.3 to 34, average train load from 
380 tons to 474 tons, average tractive power per locomotive from 27,300 pounds 
to 31,500 pounds. 
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pared to pay an annual overtime bill variously estimated up to 
sixty millions. Long heavy trains unquestionably require greater 
running time than lighter trains; lower speed is s part of the price 
paid for efficiency; if, then, the public demands operating efficiency, 
using the term “efficiency” in its physical sense, it must pay the 
bill in the shape of overtime payments to trainmen; if, however, 
the public demand emphasizes the eight-hour work day feature, 
then efficiency must be sacrificed and the toll will be higher operating 
costs in the form of a larger force of trainmen to handle the traffic. 
To put it differently, the one alterndtive will call for more compen- 
sation to the present operating force; the other alternative will call 
for a larger operating force, the average earnings o? each member of 
the force remaining as at present. Both alternatives will increase 
the aggregate cost of railway operation. 


VII Tse Errect or trax Eremr-Hour Law 


Railway officials and the trainmen have given considerable 
thought, and have held a number of conferences, regarding the mean- 
ing of the eight-hour law, and the courts have also been called upon 
to interpret it. Discussion has centered on the meaning of the 
words of the first section reading “eight hours shall, in contracts 
for labor and service, be deemed & day’s work and the measure or 
standard of a day’s work for the purpose of reckoning the compen- 
sation for services.” The whole situation hangs on this phrase, 
which makes no mention of miles run, but only of hours per day. 

Some have emphasized the phrase ‘‘be deemed a day’s work,” 
and have argued that this calls for an actual werk day of eight 
hours, no more and no less. They point also to the words “ eight- 
hour standard work day,” in the second section a3 corroborating 
their position’. A passenger engineman or conductor who now 
runs his 100 miles in four hours would, under this strict interpre- 

- tation, be required to put in another four hours or be satisfied with 
half a day’s pay. If the courts uphold this interpretation, the rail- 
ways might be forced to grant compensatory privileges that would 
neutralize the eight-hour requirement. They might, for example, 

2 Jn this connection it is significant that the President’s annual message to 
Congress, December 5, 1916, states that by passing the eight-hour law Congress 
“established the eight-hour day as the legal basis of work and wages in train. 
service.” The italics are mine, 
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be forced to double the rate of pay per 100 miles in passenger service; 
the engineman could then well afford to stop at the end of his four- 
hour run, having earned the equivalent of his former day’s pay in 
what under the law would technically be only half a day. 

Others have emphasized the phrase “measure or standard of a 
day’s work for the purpose of reckoning compensation,” and argue 
from this the intention of Congress to make eight hours the basic 
pay day rather than work day. This view is strengthened in that 
the act provides overtime pro rata for every hour above eight. 

How sound the varying interpretations of the eight-hour law 
may prove to be, only the future will show, and much will depend 
on the findings of the commission of three provided by the act and 
already constituted by the President as follows: Major General 
Geo. W. Goethals, U. S. A., chairman; George Rublee, of the Fed- 
eral Trade Commission; Edgar E. Clark, of the Interstate Com- 
merce Commission. This commission has a maximum of ten 
months, or until November 1, 1917, within which to file its report, 
and the railways must hold to the provisions of the act for thirty 
days thereafter. What will then come to pass is given only to a 
seer to surmise. 

If the railways have established their argument that the eight- 
hour law means increased operating costs, the final question must 
deal with the amount of the increase and the incidence of the 
burden. 

It is clear that the public in the last analysis pays the cost of 
railway transportation. Whether or not a given sum can be ab- 
sorbed by the railways for the time being without increasing trans- 
portation rates is a less important consideration than the actual 
amount by which such a provision as the eight-hour law will in- 
crease railway expenses. To ascertain this amount is well nigh 
impossible until the necessary readjustments have been made. If 
the eight-hour principle becomes firmly established as a factor in 
train operation, it is not unreasonable to suppose that the pressure 
of circumstances will gradually extend the same principle into 
other branches of railway operation, each extension bringing its 
burden of increased cost. For the economic principle that decreased 
hours of labor do not necessarily lead to increased costs may or 
may not apply to the railway industry. Even if it does prove ap- 
plicable, it must not be forgotten that the demand of the railway 
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trainmen in 1916 for an overtime rate of time-and-one-half is as yet 
unappeased. This feature of the demand, the railways have es- 
timated, will add not less than forty millions to their annual wage 
bill. Thus the eight-hour law may prove but ths. opening wedge 
to a considerable increase in the future cost of railway operation. 


VIII CONCLUSION 


Two questions remain to be answered. First, did the train- 
men’s demand contemplate a real eight-hour day, or was it merely 
a bid for higher rates of pay? And second, what did the eight-hour 
law give them? 

As to the first question, the brotherhoods have consistently 
claimed that their demand for a so-called “ punitive” overtime rate— 
that is, a rate sa much above the regular hourly rate that the rail- 
ways would strive to avoid overtime—proved tha sincerity of their 
avowed desire fcr a maximum work day of eight hours. In their 
journals they usually spoke of their demand as one “for an eight- 
hour work day, with a penalty for overtime of time and a half pay.” 
We have seen, however, that the force of this claim is weakened by 
the provision in their demand for deferring overtime on runs above 
100 miles. This provision is evidence that the brotherhoods real- 
ized the impossibility of enforcing the eight-hour principle on the 
long runs. The railways have just as consistently claimed that the 
trainmen were seeking higher rates of pay rather than shorter hours 
of work, and thai the principle of punitive overtime was inserted 
merely as one elenent of increased pay. Knowing that the running 
time of trains could be shortened but little, if at all, the trainmen 
figured that the time-and-a-half provision would increase their 
compensation for all the long runs. ; 

The second question concerns actual conditions, that is, the 
effect of the eigat-hour law. To contrast what the trainmen 
demanded with what the law gave them, the main points in each 
may be summarized as follows: 


The Demand The Law 


1. Ten hours’ pay ror eight-hour 1. Ten hours’ pay for eight-hour 
day. l day. 
2. Time and a half for overtime. 2. Pro rata for overtime after 
eight hours. 
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Thus the law gave them only part of what they sought. As the 
matter now stands, by providing pro rata for overtime the law makes 
it a matter of little moment to the railways whether the running 
time of a train is long or short, provided only they maintain the 
speed rate implied in the law. Thus for a run of 125 miles the train 
crew will receive one and a quarter days’ pay, because of the mileage 
pay basis, and it makes little difference to the railway whether the 
day is measured by eight hours or ten hours. If the shorter time, 
then the extra quarter day’s pay will be for excess mileage; if the 
longer time, it will be for excess time. However denominated, the 
amount actually paid for the run will be the same in either case. 

Under the eight-hour law, every run for which the hours ex- 
ceed eight by a percentage greater than that by which the length 
' of the run exceeds 100 miles, will carry an increase of pay to the 
train crew. And the proportional increase will be more, the greater 
the percentage of hours above eight exceeds the percentage of miles 
above 100. This holds for all cases where the mileage basis of pay 
remains in force. 

The increases the eight-hour law will bring the’men in road 
service will be on those long runs that cannot be completed within 
the time limit of miles divided by twelve and one-half If the 
railways are correct in their statement that the running time of 
these trains cannot be shortened, then the aggregate pay roll in the 
slower freight service will be considerably increased. But, mark 
you, this will not be the result of any shortening of working hours, 
but of an increase in the basic hourly rate of pay. This confirms 
the contention of the roads that the demand of 1916, and more 
especially the eight-hour law, provides not a shorter basic work day 
but a shorter basic pay day. 

If additional proof of this fact were needed, it is furnished 
by comparing the language of the sixteen-hour law and telegraphers’ 
nine-hour law of 1907, with the so-called “eight-hour” law of 1916. 
The hours of service act of March 4, 1907, made it unlawful for any 
railway “to require or permit” employes engaged in train operation 
to remain on duty longer than sixteen hours; similarly, it provided 
that no telegraph or telephone operator connected with the move- 
ment of trains “shall be required or permitted” to remain on duty 


3 There is some question whether the law applies to yard and work service, 
where the time basis of payment usually holds. 
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longer than nine hours. In both cases there is a distinct prohibition. 
of longer hours than the sixteen and nine respectively prescribed. In 

the case of the “3ight-hour law” of 1915, however, there is no such 

prohibition. Th2 provision simply is that “eight hours shall be 

deemed a day’s work,” and by fixing overtime rates of pay the law 

clearly indicates the belief of its framers that overtime work is not 

only necessary, but to be expected. - 

If, then, the Adamson eight-hour law does not ipso facto pro- 
vide an eight-hou? working day, and if the principal result of the 
law will be, as we have seen, to increase either thə number of em- 
ployes or the amcunt of overtime payments, then it follows that 
the effect of the law will be essentially to increase the aggregate of 
railway wages, 


THE CASE OF RAILROAD EMPLOYES FOR AN EIGHT- 
HOUR DAY 


By W. Jerr LAUCK, 
Washington, D. ©. 


Any discussion of the eight-hour day for transportation workers 
is now limited to a presentation of the opposing points of view. 
Data aze not available upon which to base a conclusive verdict as 
to the merits of the practical phases of the controversy. To a 
large extent, a discussion of the matter is at the present time, as 
President Wilson has stated, “an adventure in conjecture.” It 
was for this reason that he recommended the establishment of a 
commission to gather the facts bearing upon an eight-hour working 
day in the railroad service before the actual adoption of such a work- 
ing basis for railway operations. 

There can be little dispute as to the desirability of having a 
shorter work day in the transportation industry and other branches 
of industrial activity. During the year and a half of ceaseless con- 
troversy which has characterized the current movement for an 
eight-hour day for transportation workers, railroad officials have 
not attacked the fundamental principle involved. All their opposi- 
tion has been centered upon the practical aspects of the matter. 
Their argument has been that from the technical standpoint of 
railway operation the shorter work day cannot be adopted if the 
present efficiency and earnings of the railroads are to be maintained. 
This is another way of saying that on the present basis of railway 
earnings the companies cannot afford to meet the alleged increase in 
operating costs which would follow the establishment of the rule 
that eight hours should constitute a day’s work. 

The real opposition is one of expense. How large or how small 
the additional expenditure may be, no one knows. If the facts 
have been compiled, they have not been made available. They 
cannot be obtained from the data in the published reports of the 
railroads or those which are filed at the Interstate Commerce 
Commission. The results of the work of the eight-hour commission 
must be awaited before any satisfactory light can be secured upon 
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this fundamental point in the controversy. Stated in its practical 
form the questions as to an eight-hour day, therefore, are: What 
will the adoption of an eight-hour day by the railroads cost? Does 
the public consider the railroads able to pay for an eight-hour day? 
If not, does the public so believe in the principle that it is willing to 
pay for it if any payment in the form of increased freight and pas- 
senger rates is necessary? 

The railroad employes have a firm conviction as to the fairness 
and justice of their request for an eight-hour day. From the stand- 
point of the employes in freight train service, the fundamental need 
for an eight-hour day is based on the fact that working conditions 
have reached a stage where they are practically unendurable. 
Under the best conditions, the requirements of railway service are 
very onerous. Train and engine employes are subject to calls for 
duty at all hours of the day and night; a large part of theit time 
must be spent in terminals away from their homes and families; 
in their work, the normal danger of accident or death is very great; 
they constantly bear heavy responsibilities for the safe handling 
of lives and valuable property entrusted to their care. 

These conditions of employment are quite different from any 
which prevail among workers in mines, the manufacturing indus- 
tries or among skilled artisans. They are necessarily incidental, 
however, to the operation of trains. Engine and train crews expect 
to meet these conditions when they accept work. When to these 
more or less natural conditions of employment, however, there have 
been added arduous labor and heavy responsibilities arising from 
the desire of the railway managements to secure larger revenues, 
the situation has become one against which they find it absolutely 
necessary to enter a protest. 

During recent years, railway operating officials have constantly 
striven to secure greater efficiency or, stated in other words, have 
attempted to lower the costs of operation by adding to the length 
and tonnage of freight trains. The development of heavier freight 
train loads and larger freight train earnings per mile has been the 
goal of all railway operating officials. Engines of greater and 
greater tractive power have been installed, freight cars of constantly 
increasing capacity have been built, the number of cars in trains 
has been increased, the roadbed has been strengthened, heavier 
. fails laid, new bridges constructed, grades reduced and curves elim- 
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inated,—all for the purpose of getting heavier trains over the roads 
with tae object in mind of reducing operating costs. Railway 
officials discovered that it was cheaper in many instances to load the 
engines to the limit—to the point where they could only drag the 
trains over a division at a very slow speed—than it was to send two 
trains of half the weight over the division in a shorter space of time. 
Although some overtime must needs be paid to the enginemen and 
trainmen, the railroad experts estimated that it would be cheaper 
to pay this for the heavier trains than it would be to have to meet 
the wages of two crews for the lighter trains. 

The general purpose of curtailing operating expenses and in- 
creasing profits, in its bearing upon the well-being of employes, was 
commendable if it had been kept within proper bounds. But the 
so-called “tonnage craze” was pressed forward to such an extent 
that railway workers believe they have become its victims. The 
factor of speed in moving trains was eliminated by railroad officials 
and working conditions quickly reached a stage which employes 
declared intolerable. Slower speed meant that a longer time was 
required for a train to pass from one terminal to another. Engine 
and train crews which had formerly been paid on a mileage basis 
were practically confined to an hourly basis of compensation and 
the opportunity for increasing their earnings was curtailed. They 
received compensation for time worked in excess of ten hours, but 
the physical disadvantages of being so long on duty, not to men- 
tion the unsatisfactory conditions arising from being absent from 
home for such extended periods, far exceeded any pecuniary con- 
siderations. With such conditions of employment railroad em- 
ployes were forced to request a shorter working day. 

The excessive hours of labor to which engine and train crews 
have been subjected in recent years may be quickly shown by a few 
statements from official sources. According to the sworn state- 
ments of the railroads in a recent wage arbitration case, out of 
each thousand engineers and firemen employed by the western 
railroads in freight service in October, 1913, eight hundred and 
seventy-seven had a working day of more than ten hours, three 
hundred and forty-seven more than twelve hours, one hundred and 
eighty-one worked thirteen hours or more, seventy-two worked 
fourteen hours or longer, and thirty out of each thousand employed 
averaged fifteen hours or longer a day. In through or irregular 
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freight service alone, 35 per cett, and in local or way freight service, 
54 per cent of the engineers and firemén averaged twelve hours or 
longer each day. On certain divisions of some of the western rail- 
roads, the normal working hours were even in excess of these 
averages.} 

As to the eastern operating district, the railroads in 1913, dur- 
ing the course of arbitrations with their eastern employes, submitted 
exhibits which showed for October, 1912, firemen and other em- 
ployes in slow freight service were on duty on an average for all 
roads, eleven hours and forty minutes. In the case of some rail- 
roads, the average time on duty each day was more than fourteen 
and fifteen hours. In local freight work and wreck train service, 
the average daily working time of engine and train crews in eastern 
territory was more than twelve hours.? f 

Engine and train employes do not deny that through direct 
negotiations with the railroads, or by mediation and arbitration 
proceedings, they have, during recent years, secured advances in 
their rates of pay. On the other hand, they do not concede that 
advances in operating costs of the railroads have been primarily 
due to added outlays to transportation employes. Train and en- 
gine crews, they claim, have given to the transportation companies 
more than they have received in increased rates of pay. This fact 
is clearly shown, they declare, by the reports of the railroads them- 
selves to their stockholders and to the Interstate Commerce Com- 
mission. Although engineers, firemen, conductors and trainmen 
have received advances in rates of pay during recent years, they 
have had to work harder, and have handled more traffic each year 
for each dollar of additional compensation received. 

Transportation employes are piece-workers. They are en- 
gaged in handling freight and passenger traffic. The requirement 
for a standard day’s work is to haul so many tons of freight or so 
many passengers 100 miles. If the weight of a freight train is in- 
creased the cost to the railroads for labor in handling each ton of 
freight 100 miles’ is less. 

The growth in weight of freight trains has been more rapid than 


1Arbitration—Western Railroads and Brotherhoods of Locomotive Engincers 
and Firemen 1914-1915. Railroad Exhibit No. 29. 

2Arbitration—Eastern Railroads and Brotherhoods of Conductors and Train- 
men 1913. Railroad Exhibits Nos. 9, 10. 
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the advences inrates of pay to transportation employes. Engine 
and train crews have transported proportionately a greater volume 
of freight than they have received increases in wages. As a con- 
sequence, the labor cost to the railroads of engine and train crews 
has decr2ased. f 

During the course of the recent arbitration between the western 
railroads and their engineers and firemen, it was shown that the 
proportion of total operating expenses arising from payments to 
transportation employes was 14 per cent less in 1913 than in 1890. 
In 1918 it was also shown that wage payments to transportation 
employes required only nineteen cents out of each dollar of revenue 
earned Ly western railroads a3 compared with twenty-one cents out 
of each dollar of revenue in 1890. When considered on the basis 
of freight tonnage, it was found that it cost the railroads for wages 
to locomotive engineers and firemen sixty-five cents for each 1,000 
tons carried one mile in 1890, while, in 1913, engineers and firemen 
transported 1,000 tons one mile for only thirty-three cents, a de- 
crease ir cost to the railroads, for these employes alone, during this 
period ot slightly more than 50 per cent. It was also shown further 
by exhibits submitted during the western arbitration that during 
the mor2 recent period, 1900-1918, the cost to the transportation 
companies for wages of engineers and firemen decreased 12 per cent 
for each 1,000 tons of freight hauled one mile.’ 

The latest reports filed at the Interstate Commerce Commission 
also bea: out these statements. If all the railroads of the United 
States—including the best and the worst, the prosperous and the 
inselvent—be grouped together as one operating system, their re- 
ports to the Interstate Commerce Commission show that in 1914 it 
cost them in wages of engineers and firemen only 31.1 cents to trans- 
port 1,000 tons of freight one mile, as compared with 42.7 cents 
in 1895. In other words, during the past twenty years, the cost to 
the railroads in wages of engine crews for hauling freight declined 
more than 27 per cent. The reduction by geographical districts 
may be quickly seen from th2 accompanying statement. 

From a technical standpoint, the employes assert that the 
eight-hour day is practicable because it already is in successful 
operation on a considerable proportion of the railways in the United 


*Arbizration— Western Railroads and Brotherhoods of Locomotive Engineers 
and Firemen 1914-1915. Employes Exhibits Nos. 31, 82, 33. 
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States. Locomotive: engineers now have an eight-hour day in 
through freight service on 55 per cent, and locomotive firemen on 
20 per cent of the railroad mileage of the South. In this territory 
west of the Mississippi, about 5'per cent of the total number of 
miles of road operated have an eight-hour day for engineers and 
3 per cent have the same working day for firemen. 

‘As to the cost of an eight-hour day under a strict application 
of the eight-hour day principle to railroad operations, it would be 
necessary in many instances for the railroads either to shorten the 
distance between terminals or to reduce their freight train loads so 
as to be able to maintain a speed basis of twelve-and one-half miles 
an hour or a hundred miles in eight hours. Either of these measures, 
when necessary, would add to the cost of railway operations. Ac- 
cording to the original requests of che transportation employes, 
however, no costly terminal changes would be necessary. It was 
acknowledged by the employes that it would be impracticable to 
compel railroads to change their division points 30 that each and 
every division should be 100 miles apart. Special provision was 
made in the first article of the requests of employes that so long as 
the mileage of an engine or train crew was equivalent to or exceeded 
twelve and one-half miles an hour, there would be no increased 
compensation to employes for overtime. If terminals were 150 
miles apart, for example, the railroads would escape all overtime 
penalty if they did not keep their engine and train employes on duty 
longer than twelve hours. 

An eight-hour day in passenger service, the employes contend, 
would not cost the railroads a single collar, because the daily mini- 
mum of a 100 miles is accomplished in less than eight hours. Dur- 
ing the recent arbitration case between western reilroads and their 
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engineers and firemen, the railroads presented elaborate statements 
based on their official train sheets and other records for the month 
of October, 1913, which was one of the busiest months in railroad 
history during the past fifteen years. This exhibit showed that 
the average time of 78 ver cent of through or irregular freight service 
on all railroads west of the Mississippi River in October, 1913, 
between terminals 112 miles apart was eight hours and twenty-four 
minutes. Transportation employes, therefore, in almost four-fifths 
of the through or irregular freight service in the West, which con- 
stitutes about three-fifths of all freight train mileage, do produce 
their 100 miles, the standard for a day’s pay, within seven hours. 
It would follow, according tc these sworn statements of the railroads, 
that on slightly less than half of the freight traffic of the West the 
adoption of the eight-hour day would require no additional labor 
outlay. The remaining 22 per cent, or slightly more than one-fifth 
of the total through freight trains, accomplished their runs at a 
speed of less than ten miles an hour, and were twelve hours and 
eighteen minutes between terminals 102 miles apart, or would re- 
quire twelve hours betweer terminals 100 miles distant from each 
other. Additional outlay would, therefore, probably be required 
for the adoption of an eight-hour day on only one-fifth of the 
through freight service in the West. No overtime at an advance 
of 50 per cent over regular rates, however, would be paid unless the 
railroads found such overzime payments to be profitable. The 
traffic could be sent over the heavy divisions in lighter trains, which 
would make a speed of twelve and one-half miles an hour. Under 
any change in operating conditions which might be made, only 7 
per cent of the total pay rcll would be affected for the reason that 
through or irregular freight train mileage constitutes only 32 per 
cent of the total train mileage of the West and only 22 per cent of 
this proportion would involve a longer working day than eight hours. 

In the case of local or way freight, and in constriction or work 
train branches of the service, it was also shown, by exhibits presented 
in the western arbitration already referred to, that about 30 per cent 
of the local freight trains in the West accomplished their runs at a 
speed greater than ten miles an hour. Approximately 70 per cent 
of the local freight traffic, therefore, is handled in the West by engine 
and train crews which work longer than eight hours each day. But 
local or way freight train mileage in the West constitutes only about 
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12 per cent of total train mileage, anc as only 70 per cent of this 
would be below the speed of twelve and one-half miles an hour, only 
8 per cent of the aggregate wage dutleys for employes engaged in 
handling trains would be affected by an eight-hour day. 

In the case of yardmen, switchmen and hostlers, who have a 
definite working day of ten hours or mare, it is true that it would be 
necessary to reduce the working day erbitrarily, and the railroads 
would face a theoretical decrease of from 10 to 20 per cent in hours 
of service. Manifestly, there would ke no overtime penalty pay- 
ments, however, for work necessary beyond eight hours a day would 
be done by additional shifts.‘ 

These illustrations from western operating experiences, the 
employes assert, are representative of operating conditions in the 
country as a whole. In the East the proportion of freight trains 
which operate at a speed less than ten miles an hour is greater than 
in the West, because of greater volume and density cf eastern trafic, 
and the kind of commodities transported. In the southeastern 
states, the proportion of freight train mileage made on a speed basis 
greater than ten miles would be greaser than in the West. The 
general average of the country as a waole would, therefore, corre- 
spond approximately to the western situation and would indicate 
that the financial aspects of the requests for an eight-hour working 
day need not cause serious apprehension. Even should’ an added 
outlay be required, this does not imply that the public would have 
to pay the additional cost in the form of higher freight rates. 

The matter of increased passenger snd freight rates is one which, 
in the opinion of employes, must needs be adjusted between the 
railroads and the public. There are two inquiries in this connection 
which the public has a right to make ard relative to which it should 
be able to expect explicit and satisfactory replies. In the first place, 
is there any reason to believe that the prosperity which the railroads 
are now enjoying, will not continue? It is a well-known faet that 
the gross and net earnings of the railroad companies are now larger 
than they have ever been in their history. After the temporary 
breakdown at the opening of the great European conflict, the war 
orders for ammunition and supplies gave the first revivifying im- 
pulse to traffic. This was followed, bowever, by an expansion of, 


4Arbitration—Western Railroads and Brotaerhoods of Locomotive Engineerg 
and Firemen. Railroad Exhibit No, 10. 
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domestic trade and industry which will continue, according to the 
` best authorities, after the present foreign war has terminated. 
Moreover, the unusual traffic and profits of war orders will un- 
doubtedly remain for some time in the future. The verdict of those 
who conservatively pass upon such matters is that for several years 
to come the extraordinary profits arising from the transportation of 
war materials as well as the large gains springing from the activity of 
permanent trade and industry, will steadily continue. It is incum- 
bent upon the railroads, therefore, to show cause why these tre- 
mendous increases in net revenue are not sufficient to cover, without 
an advance in freight rates, whatever cost may attach to the adop- 
tion of an eight-hour day, as well as leave a surplus available for a 
liberal return on old or new capital investment. 

It is also a well-known fact, the employes assert, that had the 
financial administration of the railroads in past years been efficient 
and proper, the financial status of the transportation industry 
would now be all that could be desired. Hundreds of millions of 
dollars, which have been dissipated by indefensible methods in 
past years, would now be available. Many more millions of dol- 
lars, which each year are taken from operating revenues and 
disbursed as dividends and interest charges on fictitious stocks 
and bonds, could, it is stated, also have been used for*the benefit 
of employes, stockholders and patrons, if the railroad companies 
had been properly managed in former years. As it is, many 
state governments have already passed legislation requiring security 
issues, reorganizations, and consolidations of the railroads to be 
passed upon by public utility commissions. Similar legislation is 
pending in Congress and is now being considered by a joint com- 
mittee. With the general application of such legislation as well as 
other like proposals, there will be assurance as to the actual invest- 
ment in railroad property and a more equitable distribution of 
earnings. Under these conditions, revenues may be adequate to 
meet any increased operating costs, and provide new capital without 
recourse to an advance in freight charges. At any rate, if the 
public should deem it wise to authorize advances in rates, they 
could have the assurance that the proceeds would be used for the 
purpose intended. 

The employes claim that their attitude in requesting an eight- 
hour day is thoroughly consistent with their previous arguments 
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for higher rates of pay. Although they have received some wage 

advances, thei- contention is that they have by no means had a 

- fair share in the revenue gains arising from their increased produc- 

tivity. To the extent to which the railroads may find it necessary to 

reduce train loads in order to maintain a speed of twelve and one- 

half miles an hour, or an eight-hour day, it is claimed there will 

be earnings remaining arising from the increased work and pro- 

ductivity of transportation employes in the past, sufficient to com- 

pensate fully tie railroads for any difference in labor costs. They 

request a share in past gains in productive efficiency for which they ` 
claim they have not been remunerated—a share not in actual 

money, but in terms of shorter hours or of improved working con- 
ditions and general well-being. ` 


“ 


ISSUES IN THE STREET RAILWAY STRIKE IN 
NEW YORK CITY 


By Rosert W. BRUÈRÐ, 
New York City. 


The issues in the street railway strike in New York City are 
so many and complex that it is impossible to define them in the 
limited space of an editorial article. On the one side stand the 
questions of trade union policy raised by the conduct of the strike 
by the Amalgamated Association of Street and Electric Railway 
Employes; on the other, the questions of business administration 
in relation to labor raised by the action of the owners and officers 
of the New York transportation companies. In addition to these 
general questions there are the issues raised by the creation by the 
companies of the “‘within-the-family” brotherhood and the intro- 
duction of the individual agreement as weapons against the inde- 
pendent organization of the employes as represented by the Amal- 
gamated. Beyond all these are the questions raised by the whole- 
sale introduction of strike-breakers recruited from all parts of the 
country to decide a local issue and the use of the police to protect 
these strike-breakers against the interests of strikers who are 
citizens -of the municipality. The issue raised by the individual 
agreement is the one which has apparently attracted most general 
attention, and for this reason this agreement is given in full in the 
footnote.! 


tWorxinc AGREPMENT 


1st. The Interborough Rapid Transit Company employs the undersigned 
for the wages and hours set forth on the annexed schedule in the Subway until 
the beginning of Initial Operation as defined in Subway Contract No. 3 or on the 
Elevated, until the beginning of operation of any part of the Railroads as defined 
in the Elevated Railroad Certificate and (provided the Public Service Commis- 
sion shall approve when such operation shall begin) until August 31st, 1918. 

2nd. The undersigned agrees to work for the Company in such positions as 
may be assigned to him from tine to time (provided there shall be no reduction 
in position except for good causa) for such wages and hours for such periods. 

ard. It is further agreed tast if the Company shall increase the wages or 
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Important as all these matters are, they are after all sub- 
sidiary to the one preéminent issue raised by the 3trike,—namely 
the right of the public to a determining voice in the adjustment of 
industrial disputes, especially when they involve a major public 
utility. For the most significant fact in this strike is that an agree- 
ment underwritten by the mayor and by the chairman of the Public 
Service Commission crumbled into dust under pressure of the first 
serious dispute that arose between the two parties at interest. 

Early in August, the Amalgamated ‘Association of Street and 
Electric Railway Employes demonstrated its hold upon the em- 
ployes of the New York Railways Company, whick operates most 
of the city’s surface lines, by success in tying up iraffic on these 
théroughfares. Immediately, Mayor John Purroy Mitchel and 
Chairman Oscar Straus of the Public Service Commission inter- 
vened in behalf of the discommoded public, and by a series of con- 
ferences with representatives of the two sides, succeded in obtain- 
ing the signatures of these representatives to an agreement. This 
agreement, bearing date of August 6, 1916, providec. as follows: 

1. The employes have the legal and moral right to organise and the company 
pledges that they will not interfere with ths employes in their axercising of these 
rights to organize, either by intimidation, coercion or dischargé, nor shall the 
employes undertake to interfere with other employes in their axercising of their 
rights to decline to organize, either by intimidation or coercior. 

2. The company will receive and treat with a committee of the employes 
upon any and all questions that may arise between them. This committee to 
select such spokesmen or advisers as they may choose to represant them, without 
any objection on the part of the company, ard the company will in no way 
change the hours set forth on the schedule, the undersigned sha] have the benefit 
of such increase or change notwithstanding this agreement to she contrary. 

4th. If, after five years’ service in any one clasa, for physizal causes beyond 
the control of the undersigned, he shall be assigned to a lower position, he shall 
then receive at least the low rate wages on the schedule of the class from which 
he is-transferred. 

Dated New York City, i 1916 © 

INTERBOROUGH RAPID TRANSIT COMPANY. 
i f Br Frank HEDLEY, 
Vice-President & Gensral Manager. 


ee 
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interfere with the selection of the committees of employes, it being understood 
that if the committee shall select to represent it the officers or other representatives 
of any particular organization, their appearance on behalf of the committee shall 
not be deemed a recognition on the part of the company of the organizations of 
which they are the officers or representatives. 

3. That the question of wages and working conditions between the employes 
and the company shall be taken up by and through a committee of employes 
with the officials of the company on a date to be agreed upon between them— 
such date not to be later than the 20th day of August, 1916. 

The committee and the company in conference shall attempt to reach a 
satisfactory settlement upon all questions of wages and working conditions, and 
upon such points as they may fail to reach an agreement they shall submit to a 
board of arbitrators—the board of arbitrators to be composed of three disinter- 
ested persons, one to be selected by the officials of the company, one to be selected 
by the committee representing the employes, and these two arbitrators to select 
the third. 

Both sides to be given full opportunity to present all evidence and argument 
in connection with their points submitted to arbitration, and the award of the > 
majority of the arbitrators, in writing, shall be final and binding 

It is also agreed that all disputes that may arise between the company and 
the employes in the future, on which they cannot mutually agree, shall be sub- 
mitted to arbitration as herein provided. 

4, In the interest of public safety and public service, the company wants it 
clearly understood that the direction and control of employes in all matters 
looking to efficiency in the service remains with the company and is not to be the 
subject of conference or arbitration, but if a dispute should arise as to whether 
a particular case falls within the above class, that question shall be subject to 
conference and arbitration as above provided for. 

5. If the above is agreed to and accepted, it is further agreed that the em- 
ployes shall declare off the strike and return to work immediately, in the posi- 
tions they occupied prior to the time of going on strike, without prejudice. 

This agreement to be underwritten by his Honor, Mayor Mitchel, and by 
the Honorable Oscar S. Straus, chairman of the Public Service Commission for 
the first district. 


This is the agreement as accepted by the company, acquiesced - 
in by the representatives of the men, ratified by the men, and 
underwritten by Mayor Mitchel and Chairman Straus. On August 
30, Mr. Hedley, manager of the New York Railways Company and 
of the Interborough Company, which operates the subway and 
elevated lines, informed Mr. Fitzgerald, organizer of the Amalga- 
mated, and his associates, that 


as the same men governed the policies of the Interborough as governed the 
policies of the Railways Company, they might proceed upon the assumption that 
the principles and policies embodied in the Railways agreement of August 6th 
would sets oa as controlling in the case of the Interborough. (From the 
official ) 
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On this same day, August 30, the Interborough Company 
began to circulate among its employes the WORKING AGRHEMENT 
given in the foregoing footnote. When the men learned of this 
agreement, they demanded its withdrawal and cancellation by the 
company, on the ground that it constituted a violation of the 
agreement of August 6 inasmuch as 

any person who signed said (individual) agreement could not expect any 
higher Wages than those specified in the schedu-e which is made part of said con- 
tract, and that if the signer took any steps to better his working conditions or 
obtam higher wages during the term of ssid agreement it would be a breach of 


said anreementi and that Hedley admitted that for such breach of agree- 
ment the employe so signing would be subjected to discipline. 


The company refused to withdraw the individual Working 
Agreement from circulation among the men on the Interborough. | 
The men on the surface lines thereupon renewed their strike without 
waiting to submit their case to arbitration. The New York Rail- 
ways Company, jointly with the Interborough, held this to be a 
breach of the agreement of August 6, and declared their determina- 
tion to have nothing further to do with the Amalgamated. After 
an interval, the Amalgamated agreed to submit the entire con- 
troversy to arbitration; but the companies asserted that the time 
for arbitration had passed and that they were resolved upon a war 
of extermination against the Amalgamated. Committees of citi- 
zens waited upon the companies; the mayor and Commissioner 
Straus interceded with them,—all to no purpose. 

On September 12, the mayor and the Public Service Commis- 
sion issued a joint statement in which they declared: 

We believe that the agreement has not bean destroyed Ly the acta of the 
two parties. Though it has been violated, the moral obligation to maintain it 
still continues. It was deliberately made, and guaranteed by the mayor of the 
city of New York and the chairman of this commission. The public was also a 
party to this agreement. Whatever the two parties may do, thsy cannot deprive- 
the public—the third party—oi its rights under the agreement. Both parties 


asked for and received the sanction and guarantee of the city af New York and 
the Public Service Commission that each would perform ite duty. 


In the light of the fact that the agreement of August 6 is today 
as if it had never been written, signed and guaranteed, this state- 
ment of the two foremost representatives of the public is one of the 
most humiliating confessions on record of the impotence of the 
third party. This constitutes the paramount issue of this strike,— 
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and of all other strikes. The public is impotent because it is igno- 
rant of tie basis of industrial controversies. It is ignorant because 
it has heretofore utterly neglected the problems of labor adminis- 
tration and the human factors involved in the operation of public 
utilities. It is impotent because it has devised no method of formu- 
lating its own judgments or of making those judgments effective. 
The paramount issue raised by this; as by all other industrial 
disputes. is whether the public shall continue to remain ignorant, 
and impotent,—and whether it shall continue to be the victim of 
its own :gnorance, indifferenze and impotence. 


\ 


THE PRESENT TREND OF REAL WAGES 


By I. M. Rusmow, 
Executive Secretary, American Medical Association. 


About two years ago the writer published a brief article under > 
the title “The Recent Trend of Real.Wages” in the American 
Economic Review for December, 1914. The article and its conclu- 
sions at that time happened to attract a good deal of attention 
among American economists and statisticians, and yet there was 
very little that was striking or unexpected either in the conclusions . 
or in the statistical methods employed. Even an undergraduate 
student of economics is familiar with “the index number of the 
purchasing power as measured by retail price of food,” published 
by the United States Bureau of Labor Statistics jor years 1890 to 
1907. 

For varioug reasons the publication of that index number of 
what might be termed “real wages” was discontinued by the 
federal Bureau of Labor Statistics, and all that the writer had 
endeavored to accomplish was to bring that index up to date by 
combining the available data on prices and wages published by the. 
same government bureau. 

Naturally the statistical machinery available to an indepen- 
dent student is very much more limited. Any careful weighting of 
the data had to be abandoned, and perhaps the only contribution 
for which some credit may be claimed was in establishing the thesis 
that the influence of the various methods of weighting was so slight 
that a simple averaging could be expected to produce at least ap- 
proximately accurate results. Assuming the average real wage 
between 1890 and 1899 to be 100, the purchasing power of weekly 
wages measured by retail prices of food during the years 1900 and 
1912 was found to be as follows: 


POO eiii nekain 100.2 107 rete s eten vyusraunts 97.7 
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e 2 okie ener 94.3 1000, 700s apsewecuree ss 89.4 
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TOO snadtecievatbavadunety OBB ISIS EEEE 85.3 
TT ee er errr ae 98.0 
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On a basis of these figures the writer ventured the statistical de- 
duction that between 1907 and 1912 the purchasing power of weekly 
wages, or the real weekly wages, has decreased from 97.7 to 85.3, 
12.4 points or 12.7 per cent. The study concluded as follows: 


With fewer children to support, with women young and old, married or un- 
married, contributing to the family budget, or at least partially relieving it of a 
certain share of the burden, the wage workers of America were able to raise the 
standard of living to lead a somewhat easier life. But this does not mean a 
larger return for their labor. As far as the purchasing value of, the wages is con- 
cerned ıt has probably increased slightly (though by no means as rapidly as 1s as- 
serted) between 1870 and 1890, but since 1900 it has been rapidly falling. The 
purchasing power of wages in 1918 is not much higher than it was in 1870 

And yet the increase in the productivity of labor during the last three decades, 
especially as measured in consumers’ values, was enormous. It is not at all 
necessary to quote figures to prove this contention. The conclusion 1s inevitable 
that a much smaller share of the value reaches the wage worker now than did 
twenty or thirty years ago. 


These conclusions were on the whole accepted without much 
controversy by American statisticians. Professor John H. Gray in 
his presidential address before the twenty-seventh annual meeting 
of the American Economic Association quoted that article in sup- 
port of the following statement: “At the same time that this influx 
of women and children into the industries is taking place, real, as 
distinct from money wages, have constantly declined since 1906.” 
Professor Walter E. Clark in his book The Cost of Living, Professor 
E. D. Durand in his presidential address before the American Statis- 
tical Association in December, 1915, Dr. B. S. Warren of the Public 
Health Service in his valuatle study of Health Insurance, Professor 
D. H. L. Weld in his book on Marketing of Farm Products, Mr. 
William English Walling in the Inter-collegiate Socialist for Decem- 
ber, 1915, The New Review for October, 1915, Professor W. J. Lauck 
in the Locomotive Engineers’ Monthly Journal, Professors Irving 
Fisher, Walter Wilcox and Robert E. Chaddock in personal corre- 
spondence have all expressed their agreement with the conclusions 
reachec, which as a matter of fact, represented no more than a 
statistical demonstration of the quite obvious trend of price and 
wage movements. It was therefore quite unexpected, and I be- 
lieve on the whole, urfortunete that in a public hearing before the 
committee on labor of the United States House of Representatives 
in Washington in a discussion of social insurance this obvious 


86 Tem ANNAis or Tite AMERİCAN Academy 
i 

statistical deduction was made the subject of a very emphatic 
- attack by the venerable President of the American Federation of 
Labor in language of which the following is fairly typical: 

The statement to which I took exception, and which I now emphasize, was 
a subtle blow at the life and vitals of the trade union movement and trade union 
activity. If, as Dr. Rubinow’s charge implies, trade union work has brought 
about this one condition, that wages have not kept pace with the cost of living; 
if despite trade union activity in the past twelve years, there is 15 per cent Ibs 
of purchasing power of the necessities of life, then the whole work of the trade 
union movement is wrong and must of necessity be a failure. So far as I am con- 
cerned I will say this, that if I believed thet to be a fact I would not give my time 
and my life to trade union work and I would not advise any man or woman to 
join a trade union. If the conditions of the workers are worse than they were 
twelve years ago, as I say, our cause has been a failure.t 


Is it necessary to state here that there is absolutely no justifi- 
cation for such interpretation of the statistical statement? It is 
obvious that the trade union movement, no matter how useful, 
cannot always claim omnipotence and the only deduction to be 
made from those statistical data is that the pressure of higher cost 
of living was go terrific that even trade union activity was unable 
to overcome its effect. à 

An effort at an accurate determination of the movement of 
real wages since 1912 to 1916 continues to present, especially to the 
private statistician, such serious difficulties that the work is not 
undertaken with a great deal of confidence. While the Bureau of 
Labor Statistics ‘published a large amount of data on wages and 
prices, the methods of statistical presentation have been changed 
so radically that an effort to continue the old index of real wages 
meets various difficulties. 

There is no intention to criticise here the change of these meth- 
ods because they have been undertaken under such high expert 
advice as only Professor Wesley Mitchell of Columbia University 
was able to give, and therefore the change in these methods must 
at present be accepted. But the annual change of base and a good 
many other minor differences make comparisons more difficult 
and the results only approximately correct. 

1 Hearings before the committee on labor, United States House of Represen- 


tatives, 64th Congress, First Session, on H. J. resolution 159, Commission to 
study social insurance and unemployment, April 6, 1916, page 151. 
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Moreover, there may be less need for private reconstructing 
indexes. In one of its recent bulletins? the United States Bureau of 
Labor Statistics has again for thé first time in many years presented 
the index number of purchasing power of wages for recent years. 
Two tables appear in that bulletin, conforming in general to the 
old method of computing the index number of purchasing power of 
wages with the following three differences: 

1. The comparison is limited to union wages only. 

2. The purchasing power for 1907 is taken as a basis of 100 
instead of the average purchssing power during 1890 to 1899, and 

3. Decimal points have been omitted to avoid the appearance 
of greater accuracy than could be claimed for the figures. 

These tables give the index of the rate of wages per hour, at 
full time hours per week, rat2 of wages per week, full time, retail 
prices of food and purchasing power measured by retail prices of 
food, of rates of wages per hour, and of rates of wages per week, 
full time. It is now officially shown that while the rate of wages 
per hour from 1907 to 1915 for union labor has increased from 100 
to 114, the full time hours per week have decreased from 100 to 97, 
thus reducing the increase of rate of wages for a full time week from 
100 to 112. Inthe meantime the retail prices of food have increased 
from 100 to 124. Thus the purchasing power of rates of wages per 
hour has decreased from 100 to 92, and the purchasing power of 
rates of wages per week has decreased from 100 to 90. This last 
index may be shown in detail: 


Purcuasine Powmr or Rares or Wacrs Pur Wer, MEASURED BY 
Rerai, Prices or Foop 


LOOT: esas estona ieren bese 100 LOLS i acis sepa tea seankees 94 
TOOR cases 28S.) waresero ts 28 LOLS E E ei < 90 
1909r iain de EEA i i. so EETA ee PMNS 90 
DOO sian se sien 33-4 t an e eke a2 Tlf scar atag Sharmin ees: Sales 89 

DOIG: sopiri burt ai aaa 90 


This table evidently corroborates the conclusions of my earlier 
article. 

The data above refer to organized labor only. From other 
publications of the same bureau some information may be obtained 
concerning movement of wages in various other industries. Bulle- 
tins No. 177, 178, 187 and 190 have been utilized to bring together 


2 No. 104, Page 21. 
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indexes of weekly earnings in the following industries: hosiery and 
underwear, boots and shoes, men’s clothing, cotton goods manu- 
facturing, cotton goods finishing, woollen goods: manufacturing, 
silk goods manufacturing. 

The movement of wages during the last five years is shown in 
the following table: 


Kyrr Boots Men's Corron Corron WOOLEN Smeie 
Goops anb Crors- Maxu- Fms- Mano- Suk  Avzr- 
SHOES ING ¥FACTUR- ING FACTUR- AGH 
, ING ING 
1910 89 92 90 92 93 91.2 
1911 89 94 91 90 97 92 94 91.9 
1912 93 93 93 98 99 102° 97 95.1 
1913 28 100 101 89 98 100 102 99.7 


1914 100 100 100 100 100 100 100 100.0 


I prefer at this time not to make any effort to reconstruct all the 
data so as to fit them in with the old index number of real wages from 
1890 to 1907. This would require a great many statistical recom- 
putations which would obscure the data as found in the official 
publications. A simple average of those seven industries was, 
however, computed and it indicated thàt on an assumption of 100 
as the average wage in 1914, the average wage of 1910 is only 91.2, 
showing an increase of 8.6 per cent during the four years. During 
the same period union wages have increased from 104 to 111, or 
about 7 per cent, while the retail prices of food have increased from 
118 to 125, or over 10 per cent. 

No great degree of statistical accuracy should be claimed for 
the comparison of those three data. But it seems quite obvious 
from the examination of those figures, and also from the more care- 
ful examination of the great wealth of retail quotations of wages in 
the numerous bulletins, that there has been a further slight decline 
in real wages even in the last three or four years. It is possible 
that on the whole wages may have held their own between 1912 
and 1916, as measured in purchasing power of food. What the 
phenomenal increase of prices during 1916 has resulted in, it is yet 
too early to ascertain. Both price and wage movements since the 
beginning of the war must be admitted as abnormal, and perbaps 
no general deductions of economic tendencies could be lightly 
drawn therefrom.’ But the loss of the previous decade is now 
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universally admitted and it is Joubtful whether even the abnormally 
high wages of a few industriee supported by war demands and even 
the discontinuance of competition from the flood of emigrants have 
enabled the wider circles of the American working class to recover 
any of the loss sustained during the preceding decade. 


THE EFFECTS OF THE LEGAL MINIMUM WAGE FOR 
WOMEN 


By A. N. Hoicomss, 
Massachusetts Minimum Wage Commission. 


The first minimum wage law adapted in the United States was 
the Massachusetts act of 1912. In the following year eight other 
states adopted minimum wage laws.! In 1915 twc more states were 
added to the list.? 

The laws of these eleven states are of three types. First, in 
Utah and Arkansas a uniform minimum rate for experienced women 
is fixed in the statute itself. Lower rates are fixed for learners and 
apprentices. Secondly, in the other states no minimum rate is 
fixed by law. In seven of these states the determiaation of suitable 
minimum wages for women in different industries is entrusted to a 
special commission, sometimes called a minimum wage commission. 
and sometimes called an industrial or industrial we fare commission. 
These commissions are charged with the duty of fixing the minimum 
in each trade in accordance with the needs of the enployes and the 
financial condition of the industry. The minimun rates thus de- 
termined by them must be paid by the employers Thirdly, there 
are two states, Massachusetts and Nebraska, where minimum 
wages are fixed by or under the direction of commissions, but where 
the commissions have power only to recommend the acceptance of 
their determinations by employers. Enforcement of the com- 
missions’ recommendations in these stetes is to be secured by public 
opinion, and the commissions are consequently authorized to make 
public the names of employers who follow and who do not follow 
their recommendations. 

In Arkansas, according to the act passed in 1315, a minimum 
rate of $1.25 a day for experienced workers and oi $1 per day for 
inexperienced workers was established. These rates apply to women 
and girls in practically all occupations except those employed in 
cotton factories and in the gathering or preservation of fruits and 

1 California, Colorado, Minnesota, Nebraska, Oregon, Utah, Washington 
and Wisconsin. 


2 Arkansas and Kansas, a 


oo 


Minmuum Wace ror WOMEN 


perishable farm products, and apply only to establishments employ- 
ing more than three such perscns. The Minimum Wage Commission 
is also authorized to establish rates for employes of hotels, restau- 
rants and telephone companies, and has power to raise or lower 
the minimum rates in specific industries where after investigation 
it is found that the wage established by statute is above or below 
the necessary cost of living. Under these provisions of the act, 
special rates have been established for employes of several telephone 
and telegraph companies, and for inexperienced workers in retail 
stores. Plans for the establishment of special rates for hotel and 
restaurant workers are under consideration by the commission. It 
is reported that litigation to test the constitutionality of the statute 
was commenced in August, 1915, and that the law was declared 
unconstitutional by one of the lower state courts. No decision has 
as yet been rendered by the Arkansas Supreme Court. 

In California the law establishing an industrial welfare com- 
mission went into effect in August, 1913. It was not, however, 
until April, 1916, that the commission’s first wage determinations 
went into effect. These rates apply to women employed in can- 
neries, both piece and time workers. The time schedule requires 
the payroent of 16 cents an hour to experienced and 13 cents an hour 
to inexperienced workers. Piece workers of ordinary ability are 
expected to make equivalent amounts. The commission is con- 
sidering the establishment in the near future of rates for women 
employed in mercantile establishments and in the clothing trades. 
According to a recent statement by Mrs. Katherine P. Edson, a 
member of the commission and its executive officer, it is stated 
that: 

Not a single cannery that paid in excess of the minimum wage has lowered 


ita wage scale, while all of the canneries which paid less than what the commission 
fixed as the minimum wage, have raised their pay to meet the minimum rate. 


The State Wage Board of Colorado was not appointed until 
March, 1914, although the law establishing the board went into 
effect in May of the preceding year. The bill creating the board, 
which was practically only a two-year investigating commission, 
provided no adequate means or methods for the regulation of wages. 
The powers of this board expired on August 15, 1915. A new bill, 
creating a permanent commission, was passed by the legislature of 
1915, but was vetoed by the governor. 
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A minimum wage law was passed in Kansas in 1915. Special 
boards have been organized to consider the establishment of mini- 
mum rates of wages and maximum hours of labor for women em- 
ployed in laundries and mercantile ‘establishments, but no wage 
determinations have yet been issued by the Industrial Welfare 
Commission. : 

In Massachusetts, minimum rates have been recommended for 
four industries, brush factories, laundries, retail stores and women’s 
clothing factories. The recommended rates for experienced workers 
were 154 cents an hour in brush factories, $8 a week in laundries, 
$8.50 a week in retail stores, and $8.75 a week in women’s cloth- 
ing factories. Lower rates were recommended for learners. The 
rates recommended for women’s clothing factories have not yet 
gone into effect. Those recommended for brush factories and retail ” 
stores were generally accepted by employers, and have been in 
effect for two years and a half and one year respectively. The 
rates recommended for laundries were disregarded by employers. 
This caused litigation which is still pending in the state supreme 
court. 

The- Minnesota Minimum Wage Commission was established 
in June, 1913. In October, 1914, it issued orders providing the 
following minimum rates of pay for experienced women: (1) in 
cities of the.first class (the Twin Cities), mercantile establishments, 
etc., $9, manufacturing establishments, etc., $8.75; (2) in cities of 
the second, third and fourth classes, mercantile, $8.50, manufac- 
turing $8.25; (3) in smaller cities and towns, both mercantile and 
manufacturing, $8. These orders do not apply to learners and 
apprentices. Before these orders became effective, a temporary 
injunction was issued by the Ramsey County District Court re- 
straining the commission from enforcing its orders or performing 
any other official acts. The case was carried before the Supreme 
Court of the state and argued in January, 1915. No decision has 
as yet been announced. 

No wage determinations have yet been made by the Nebraska 
Minimum Wage Commission. The members of the commission 
were not appointed for over six months after the law went into effect 
and no appropriation was made for their work until 1915 when the 
legislature voted the sum of $500. 

In Oregon, minimum wages were promptly prescribed by the 
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Industrial Welfare Commission for experienced and inexperienced 
women in all industries. The prescribed rates have recently been 
revised. The original rates were $8.25 per week to $40 per month 
for experienced workers in different industries and localities, and $6 
per week for learners. The present regulations’ 

provide for a minimum weekly wage rate for experienced adult women workers, 
ranging from $8.25 in the smaller tcwns of the state to $9.25 in certain occupations 


in Portland. One feature of the revised orders is a provision for a rise every 
four months during the year in the wage scale allowed for apprentices. 


Certain Oregon employers promptly instituted a test case to 
determine the constitutionality of the Oregon mandatory law. 
This case (Stettler v. O'Hara) was decided by the Oregon Supreme 
Court in March, 1914, in favor of the constitutionality of the law. 
It was then appealed to the United States Supreme Court where 
no decision bas yet been resched. 

In Utah a minimum wage of $1.25 per day for experienced 
adult women, 90 cents a day for adult learners and 75 cents a day 
for girls under 18, was fixec by law in 1913 for women and girls 
in all industries throughout the state. The state commissioner of 
labor stated in 1914* that the law has increased the wages of those 
who most needed it, that the minimum wage has not tended to be- 
come the maximum, and that 90 per cent of the employers are sat- 
isfied with the law and its enforcement. 

The Industrial Welfare Commission of Wisconsin, which is 
intrusted with the enforcement of the minimum wage law passed in 
1918, has not yet fixed any minimum rates. It is understood to be 
awaiting the decision of the United States Supreme Court in the 
Oregon minimum wage case before taking definite action. 

In Washington, practically all the industries of the state have 
been covered by orders which provide minimum wage rates for 
experienced adult women of from $8.90 to $10 per week and lower 
rates for minors and apprertices. The lowest rate for minors is 
$6 per week. 

The states in which the effects of the minimum wage have been 
most carefully studied are Oregon and Massachusetts. The United 
States Bureau of Labor Statistics caused an elaborate study to be 

3 Monthly Review of the United States Bureau of Labor Siatisiics, Oct., 1916, 


p. 484, 
‘Untied States Bureau of Labor Statistics Bulletin No. 167, pp. 75-76. 
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made of the effects of the minimum wage in Oregon, which was pub- 
lished about a year ago as Number 6, in its Woman in Industry series. 
This investigation showed, if not final results, at least certain general 
tendencies. The rates of pay for women as a class were found to 
have increased. While formerly 26 per cent of the girls under 18 
received rates of less than $6 a week, after the minimum wage went 
into effect less than 1 per cent were paid below this rate. Further- 
more, more girls under 18 years received over $6 a week after, than 
before the minimum wage was established. Among the experienced 
women, not only the proportion getting not less than the legal mini- 
mum, but also the proportion getting more than the legal minimum, 
was found to have increased. Employment was more regular than 
before, but the total number employed showed a falling off. The 
decrease in the number of women employes, however, was believed 
by the federal investigators to be largely accounted for by other ` 
factors than the establishment of a minimum wage. notably by the 
business depression which set in at abou: the time the minimum wage 
was established, and which had not passed at the time the federal 
investigation was made. The minimum wage did not cause the 
replacement of women by men, nor did it result in any decrease of 
the efficiency of those affected by the wage determinations. In 
other words, while the Oregon experience with the minimum wage 
at the time the federal investigation was made was not conclusive, 
it did show that some of the common objections to the minimum 
wage for women by law are without foundation. 

In Massachusetts the minimum wage has now been in operation 
for more than two years in the brush industry and for one year in 
retail stores. After the minimum wage had beén in operation in 
the brush industry for a year the commission made a careful inves- 
tigation for the purpose of determining its effects. This investiga- 
tion showed: (1) that the establishment of the minimum wage in 
the brush industry had been followed by a remarkable increase in 
the number of women employed; (2) that the employment of women 
at ruinously low rates had been practically stopped; (3) that the 
proportion of women employed at more than the prescribed mini- 
mum rate had greatly increased, and (4) that this had been accom- 
plished without putting an unreasonable financial burden upon the 
industry. In short, the evidence showad that the establishment of 
a minimum wage had been followed by the desired results both in 
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the industry as a whole and in every individual establishment 
where the management had been willing to give it a fair trial. 

Shortly after the minimum wage was put into effect in retail 
stores the commission began a, similar investigation for the purpose 
of ascertaining the results in that industry. This investigation, 
which has just been completed,’ shows: 


1. That acceptance of its recommendations concerning the 
wages of women and girls employed in retail stores entailed increases 
- of wages for a greater or less proportion of such employes in nearly 
all retail stores except those employing women for office work only. 
Altogether, 90 per cent of the sixteen thousand female employes in 
nearly one thousand establishments covered by the commission’s 
investigation were employed in stores where wage increases were 
ree if the commissicn’s recommendations were to be fol- 
owed. 

2. That the proprietors of the larger retail stores, with few 
exceptions, have accepted its recommendations and are attempting 
in good faith to follow them. The proprietors of the smaller stores 
are also generally following the commission’s recommendations, 
although the provortion of exceptions is greater than among the 
proprietors of the larger stores. Altogether only 6 per cent of the 
women and girls employed in stores covered by the commission’s 
investigation are now receiving less than the minimum wages recom- 
mended by the commission. 

i 3. That on or about January 1, 1916, when the commission’s 

recommendations became effective, the wages of nearly 40 per cent 
of all the women and girls employed in over nine hundred stores, 
from which information was obtained, were raised. In stores 
where wages were raised in pursuance of the commission’s recom- 
mendations, the percentage of wage increases was 46 per cent, in 
stores where the wages previously paid were not less than the mini- 
mum rates recommended by the commission, the percentage of 
wage increases was 20 per cent, in stores where lower wages were 
previously paid and where there was no attempt to follow the com- 
mission’s recommendations, the percentage of wage increases was 
also about 20 per cent. Altogether nearly six thousand women 
and girls received i increases of wages, more than nine-tenths of whom 
were employed in stores which raised wages in pursuance of the 
commission’s recommendations. 

4. That the increases of wages amounted in a majority of 
cases to at least a dollar a week and in many cases to two or three 


ë Massachusetts Minimum Wage Commission, Bulletin No. 18. Preliminary 
Report on the Effect of the Minimum Wage in Massachusetts Retail Stores. 
Boston, 1916. 
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dollars or more. There were comparatively few cases in which the 
wages of women receiving more than the minimum rates recom- 
mended by the commission were reduced. The number of such 
cases, moreover, was less in proportion to the total number of em- 
ployes in stores following the commission’s recommendations than 
in those not following them. 

5. That the total number of women and girls employed in those 
stores for which the commission obtaired information covering the 
three years 1914, 1915 and 1916 decreased during that period by 
about 10 per cent. Analyzed according to occupations, the decrease 
was least among the saleswomen to whom the $8.50 minimum rate 
recommended for experienced employes most generally applied. 
It was greatest among the counter-cashiers, examiners, messen- 
gers, and bundlers, comprising for the most part young and inex- 
perienced persons. As is more fully explained in the commission’s 
report, there are several factors besides the introduction of the 
minimum wage to account for the decreased employment of this 
class Pa persons. 

. That despite the decrease in thejr numbers the total sum 
paid 1 in wages to the women and girls employed in these stores was 
greater in 1916 than in either of the preceding years. 

7. The investigations of the committee on the minimum wage of 
the Boston Social Union, an abstract of whose report is appended 
to that of the commission, show that the total earnings in 1916 of 
those women and girls, who are known to have lost their positions 
in retail stores in consequence of the introduction of the minimum 
wage and to have been compelled to seek other employment, will be 
greater than would have been the case, had they retained their posi- 
tions in the retail stores atthe wages they had been receiving. 

8. That in the establishments which did not raise wages in pur- 
suance of the Commission’s recommendations, over 48 per cent of 
the female employes were still paid lower rates than those recom- 
mended by the Commission. 

Upon these findings, as set forth in full in its report, the com- 
mission bases the following conclusions: 

1. That most experienced women employed in retail stores in 
Massachusetts are now receiving not less than the recommended 
rates, and that most learners and apprentices are now employed 
under more favorable conditions and with better prospects than 
ever before. 

2. That no such general increase in wages as has actually oc- 
ioe ore have taken place but for the operation of the minimum. 

wW 

3. That the decrease in the total number of women regularly 
employed in retail stores in 1916 as compared with the preceding 

` years was mainly produced by other causes than the introduction 
of the minimum wage. 
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4. That those whose lcss of employment may be ascribed to 
the minimum wage are now for the most part better situated than 
they were in their former pcsitions. 

5. That there is no tendency for the minimum wage to become 
a Maximum. 

6. That the action of those proprietors of retail stores who have 
accepted the commission’s recommendations, has been justified by 
the results, as far as now known, and that unless good reasons for 
not so doing be shown, their example ought to be followed without 
further delay by all other proprietors of retail stores. 


The experience with the minimum wage in the states where it 
has received a fair trial seems to indicate that the good results an- 
ticipated by the original advocates of the legal minimum wage for 
women are being secured. It is deeply to. be regretted that the 
enforcement of the various laws has been greatly hampered by liti- 
gation. The constitutionality of the Oregon law,was first challenged 
more than three years ago. Though the act was sustained by the 
Supreme Court of the state the employers appealed to the Supreme 
Court of the United States for a final decision. This decision should 
serve as a guide to the administrators of minimum wage laws not 
only in Oregon but in all states which have laws of the same type. 
Even in Massachusetts and Nebraska, where the commissions have 
power only to recommend the payment of the minimum rates, the 
courts seem disposed to await the decision of the Oregon case before 
determining for themselves the constitutionality of their own stat- 
utes. The Oregon case was argued before the United States Su- 
preme Court in December, 1914. Eighteen months passed before 
the Court took any action, and then in June, 1916, it ordered a re- 
argument of the case sometime after the presidential election. 
At the present writing the case has not yet been reargued. Pending 
a final decision by the Supreme Court, the efforts of the state com- 
missions in most states to enforce the laws are seriously or entirely 
thwarted. To this long and unfortunate delay in deciding the 
constitutionality of the Oregon minimum wage law must be mainly 
ascribed the lack of more complete evidence of the practicability and 
wisdom of the legal minimum wage for women. 


SOCIAL INSURANCE 


By Jonn B. ANrREWs, 
“ Secretary, American Association for Labor Legislation. 


Probably no human device has done more to substitute security 
for uncertainty in the economic affairs of our complex modern life 
than the device of insurance. Property is protected by insurance 
against fire, burglary, or loss at sea. Persons with comfortable in- 
comes insure themselves or their dependents against the financial 
results of accident, ill health, or death. But wage-earners, who are 
largely without property and whose incomes are too small to provide 
for adequate insurance in a commercial company, have until recently 
been exposed without protection to the winds of adversity. 

One of the strongest evidences of the profoundly altered at- 
titude of society toward its members is the rapid spread of socially 
encouraged provision for the insurance of wage-earners against the 
five great hazards waich continually stare them in the face: in- 
dustrial accident, illress, unemployment, old age and invalidity, 
and death. There is hardly a civilized country whose laws do not 
establish protection against one or more of these risks. Because it . 
covers the mass of the people, and because governmental action is 
necessary to its initiation and operation, this type of insurance has 
come to be generally known as “social insurance.” 

In the United States in the short space of seven years thirty- 
five of our states and territories, and the federal government for its 
own half-million employes, have enacted workmen’s compensation 
legislation, which guarantees to the injured wage worker or his 
family financial indemnity for industrial accident without the waste- 
ful and contentious methods of the old employers’ liability system. 
Discussions on old age and on unemployment insurance have been 
frequent, and one state already has a state life insurance fund in 
operation; but undoubtedly the next big step in social legislation 
in America is health insurance. ~ 


SroxkNuss IN Tan UNITED STATES 
Six years ago, when an expert committee of the Association for 
Labor Legislation, composed of statisticians, actuaries, physicians 
42 
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and economists, sought in a memorial to the President of the United 
States to answer the question, “How much sickness is there in the 
country?” they found themselves baffled by lack of data. The best 
they could do was to turn to Germany, where, under a national 
health insurance system, excellent records had been accumulating 
for more then twenty years. Upon the basis, then, of German ex- 
perience, our American experts made the following estimate: 
Estimate of Sickness and Its Cost among Occupied Males and Females in United 
States, 1910 (88,500,000) 
Estimated number of cases of sickness, on the German basis of 40 


per cent of the number of persons exposed torisk.......... 13,400,000 
Estimated number of days of sickness on the German basis of 8.5 

days per person per ANNUM ........ 2. eee eee eee cee eee 284,750,000 
Estimated loss in wages at an average of $1.50 a day for 6/7 of the 

284,750,000 dayB..... ec ccc e cece e eee eet teen eeeees $366,107,145 
Estimated medical cost of sickness at $1 a day for 284,750,000 

EN TR baie caw conse table senna oasae asians sn wee eens $284,750,000 
Estimated economic loss at 50 cents a day for 6/7 of the 284,750,000 

OBYB e566 nh Sate EEEE oa Malaka Uae Sla $122,035,715 
Total social and economic cost of sickness per annum........... $772,892,860 
Estimated possible economic saving in the health of individual 

workers on a basis of 25 per cent reduction perannum........ $193,223,215 


Despite the discussion these figures produced when they were 
made public, they are now seen to have been very conservative. On 
the basis of its study for the federal Commission on Industrial Rela- 
tions, of nearly 1,000,000 workers in representative occupations, the 
United States public health service estimates that each of this 
nation’s 30,000,000 wage-earners loses an average of nine days an- 
nually because of sickness. This amounts, for the nation, to an 
annual loss of nearly 740,000 years.. Everyone who has ever ex- 
amined the records of our charitable societies will roundly endorse 
the commission’s statement that “Much attention is now given to 
accident prevention, yet accidents cause only one-seventh as much 
destitution as does illness.” No fewer than 3,000,000 persons, it 
was stated, are ill on any one day. The consequent wage loss is 
put at $500,000,000 a year, while the expense of medical treatment 
and supplies runs up to $180,000,000 in addition. 

Among women the rate of sickness is higher than among men. 
In Rochester, N. Y., for instance, a careful survey of its industrial 
policyholders by the Metropolitan Life Insurance Company showed 
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that of each 1,000 males, aged’ fifteen or more, 23.3 are so ill at any 
one time that they are unable tb work, while females of the same age 
similarly affected number 25.7 out of every 1,000. This means an 
average annual disability rate of 8.5 days for men and 9.4 days for 
women. ` 

In America, as abroad, infant mortality among wage workers 
is excessively high. In Johnstown, Pa., the United States Children’s 
Bureau found the infant mortality rata five times as high in the 
ward where the poorest paid workers lived as in the wealthiest 
section. In families where the father received $1,200 or more a year, 
or had “ample” income, the infant death rate was 84 per 1,000, but 
when the father received less than $10 a week or $521 a year this 
death rate leaped to 255.7 per 1,000. A similar study carried on in 
Montclair, N. J., revealed precisely the same tendency of a soaring 
infant death rate with a sinking of the family income. 

A striking phenomenon noted as yet only in this country is the 
rapid decline in the expectation of life for adults. Comparison of 
Massachusetts statistics for 1880 with those for 1910 shows that 
within the present generation the expectation of life for men aged 
twenty-five or over has fallen six months to two and one-quarter 
years according to age, and that for women aged thirty-five or over 
it has dropped nine months to two years. This fact should be re- 
membered in connection with the current statement that the span 
of life in America is increasing. It is true that babies and children 
have a better chance of reaching maturity than formerly; but once 
arrived at maturity their chances for attaining a ripe old age are 
unmistakably declining. i 


Mestne rum Wace Loss 


Estimates of average annual wages in the United States, 
whether made by radicals or by conservatives, hover about the 
$700 mark. At the same time the minimum necessary expense of 
maintaining a family is generally accepted as being between $900 
and $1,200. Obviously there is little margin here for tiding a 
family over the breadwinner’s disability due to illness. 

A federal study of 31,481 charity cases among both immigrants 
and native born in forty-three cities showed that illness of the bread- 
winner or of other members of the family was “the apparent cause 
of need” in 38.3 per cent.of the cases. Thirty-seven per cent of the 
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families assisted by the New York City charity organization society 
are dependent because their wage-earners are disabled by sick- 
ness, while two-thirds to four-fifths of the expenditure of the New 
York association for improving the condition of the poor is for 
relief necessary because of illness. Individual savings, commercial 
health insurance, trade union benefit funds, and “establishment” 
relief associations inspired and controlled by employers have alike 
signally failed to avert the £nancial distress caused by working class 
sickness. America presents no exception to the finding of Sidney 
and Beatrice Webb, that “In all countries, at all ages, it is sickness 
to which the greatest bulk of destitution is immediately due.” 


INSUFFICIENCY OF MEDICAL Carn 


Not only are wage-earners unable without outside assistance to 
provide a living for their families during a period of severe illness, 
but they are often unable even to meet the expense of adequate 
medical care. An analysis was made last year of the financial 
condition of 75,000 applicants to the Boston, Mass., dispensary. 
Of all the families with which the dispensary was in touch, 37 per 
cent lived on an income, ircluding the wages of children, of $600 a 
year or less; 49 per cent on $700 or less; 70 per cent on $800 or less; 
and 83 per cent on $1,000 or less. Nevertheless, states the dis- 
pensary, 

It isa general opinion among students of wage-earners’ budgets that even small 
families in this vicinity living on $1,000 or less should not be expected to purchase 
more medical service than that necessary to childbirth and acute illness in the 
home. 

In New York City forty-six hospitals which belong to one 
association cared during the year 1913-1914 for 69,474 patients (57 
per cent of their total) who paid nothing for their treatment. The 
dispensaries attached to these hospitals were attended during the 
same year by 603,871 patients, who made a total of 1,843,011 visits. 
In Greater New York as a whole the annual number of dispensary 
treatments runs close to 5,000,000. Yet, states the hospital as- 
sociation referred to, ‘‘At present only one in ten persons seriously 
ill or injured in this city gets treated at any hospital. For lack of 
proper treatment thousands lose their health and efficiency, and 
become a burden to the community.” In the Rochester sickness 
survey it was found that 39 per cent of the cases of sickness had no 
physician in attendance. 


46 Tae ANNALS OF THE AmERICAN ACADEMY 


Within the last £fteen vears the number of dispensaries in this 
country has increased sevenfold, visiting nurses’ associations have 
been developed in most large cities, and more careful midwifery 
regulations have been adopted in several states. Yet the facilities 
available to wage workers for the prompt diagnosis and careful 


’ treatment of illness remain shockingly inadequate. 


Movement ror HEALTH INSURANCE 


Brought face to face with similar facts, Germany adopted the 
first nation-wide health insurance system in 1883. Other countries 
followed, notably Great Britain in 1911, until today universal 
health insurance is established in no fewer than ten of the leading 
continental states. In America the movement initiated by the 
Association for Labor Legislation in 1912 has enlisted the encourage- 
ment of the American Medical Association, the American Academy 
of Medicine, state medical societies, the United States public 
health service, several influential employers’ associations, the 
National Association cf Manufacturers, and a large number of rep- 
resentative trade unions. State social insurance commissions in 
California and Massachusetts have been studying the question from 
all sides, and will report to their legislatures in January,1917. Prep- 
arations are under way for the introduction of health insurance 
measures in the leading industrial states. 

The standard bill drafted by the American Association for 
Labor Legislation combines the features pronounced best by prac- 
tical experience of Europe. It covers all manual workers, and all 
other employes receiving $100 a month or less. Insurance is made 
compulsory because only in this way can all those who need the 
assistance be reached by it. Even in Great Britain, for example, 
where voluntary healtk insurance through the “friendly societies” 
and the trade unions had reached an exceptional development, 
only 5,500,000 wage-earners were covered, whereas the compulsory 
national insurance act af 1911 at once applied to 13,742,000 workers, 
or more than twice as many. In addition to its inclusiveness, com- 
pulsory insurance reduces administrative cost to a minimum. All 
the expensive and tedious work of convincing a man that he needs 
to take out a “policy” is avoided. Persons in a given area are 
attached to the same fund, and this localization of membership still 
further increases the ease of supervision and reduces expense. Local 
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administration in the Leipzig sick fund costs less than 10 per cent 
of the total expenditure, whereas in England voluntary burial 
societies operating all over the kingdom spend from 37 to 48 per 
cent of their income for administration. A further benefit of 
localized membership under a compulsory system is the improved 
administration of medical care which it makes possible. 

For the insured, the standard bill provides all necessary medical, 
surgical and nursing care up to twenty-six weeks a year. This is 
far above what is at present enjoyed by the wage-earner, who is too 
often compelled to accept treatment from charity or to forego it 
altogether. The family of the insured will also be provided with 
requisite medical aid, which will greatly reduce the expenditure for 
doctors’ bills on an individualistic basis, and assure medical advice 
when it is needed. All necessary medicines and surgical supplies 
will also be furnished, up to $50 a year. The physicians’ interests 
are carefully guarded by provisions which it is not necessary to go 
into here. 

A cash benefit of two-thirds of wages is established, during 
disability, up to twenty-six weeks yearly. This amount is not 
likely to cultivate malingerirg, and on the other hand it is not so 
small as to cause a breakdown of family standards. Massachusetts, 
New York and Ohio, as wel. as the United States government, it 
will be remembered, already award 664 per cent of wages in work- 
men’s compensation cases, ard percentages close to this are granted 
by several other states. 

Important among the provisions of the bill is maternity benefit. 
The prohibition placed in some states upon the industrial employ- 
ment of women just before or after childbirth emphasizes the de- 
sirability of granting a cash b2nefit during her inability to work, just 
as if this were caused by illness. Moreover, the annual death in the 
registration area, of more than 10,000 mothers from causes connected 
with childbirth, and of 52,000 infants from diseases of early infancy 
—many of which are preventable—make it imperative to provide 
more adequate care. Maternity benefit is included in every Euro- 
pean health insurance system. 

A fourth benefit proposed is a funeral benefit of $50. This type 
of relief is at present probably the most urgent need among wage 
workers. In 1911 thirty-two industrial irsurance companies in the 
United States had about 24,700,000 policies in force, on which they 
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reaped $183,500,000 in premiums. The losses paid out amounted to 
only a little over $50,000,000, most of which was utilized for funeral 
expenses. Under the health insurance plan adequate burial could 
easily be provided fcr, while ths money now expended by working 
people for mere burial insurance would go far toward paying their 
share of the contribuzion for all the benefits enumerated. 

The moneys to provide the benefits just described are to be 
' raised by joint contributions, two-fifths by the emvloyer, two-fifths 
by the employe, and one-fifth by the state. It is felt that a certain 
responsibility for ill health rests upon all three of these parties, and 
that justice no less than the purpose of bringing this responsibility 
home to the minds of all concerned can best be served by joint main- 
tenance of the insurance fund. For workers receiving below $9 a 
week, upon whom even the two-fifths contribution would be an un- 
due burden, the rate is progressively reduced, until at $5 a week the 
employe pays nothing. The total amount raised through these 
contributions must always be sufficient to provide the minimum 
benefits described; kut if a fund wishes to, it may under careful 
supervision charge higher amcunts end pay proportionately in- 
creased benefits. 3 

For the administration of the insurance a system of local funds 
has been devised, each under democratic control by committees and 
directors chosen hal? and half from employers and employes. “A 
state social insurance commission will supervise the workings of the 
funds. : 

PREVENTI7E Errecr or HEALTH INSURANCE 


So far health insurance has been discussed only in its relief and 
curative aspects. But it is an axiom in the business world that no 
sooner is an adequata system of insurance set up than it incites ef- 
forts for the reduction of the risk against which it offers protection. 
Fire underwriters not only insure against fire—they inspect build- 
ings and raise the standards of safety against conflagration. Work- 
men’s compensation not only secures indemnity to the injured work- 
man or his orphaned children, but it provokes a movement for 
“Safety First!” Lerge industrial concerns such as the General 
Electric Company and the American Locomotive Company are now 
proudly preventing from 30 to 60 per cent of the accidents which 
before the coming of compensation they accepted as “inevitable.” 
In the same way the proponents of health insurance confidently count 
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on the adoption of the standard bill to launch a mighty movement 
for “Health First.” 

As has been said, employers, employes and the state are today 
jointly responsible for sickness. Persistent monthly levies upon their 
several pocketbooks to meet the expenses of the prescribed benefits 
should rouse a campaign for industrial and social sanitation such as 
no army of factory and housing inspectors could ever hope to. 
Under its influence we may expect to see industrial poisons con- 
trolled, the work-day and speeding-up brought within physiclogical 
limits, habits of personal hygiene remodelled, and preventive medi- 
cine flourish, beyond the highest hopes-of an older generation of 
progressive thinkers. 


Toe American OUTLOOK 


The California and the Massachusetts legislative commissions 
which are now studying health insurance are also instructed to go 
into other fields of social protection of wage-earners, such as in- 
surance against unemployment and old age. A resolution for a 
similar commission under congressional auspices was the subject last 
April of intensely interesting hearings before the house committee on 
labor. Numerous state and national political platforms pronounce 
in favor of various sections of the program, and there seems to be 
little room for doubt that individualistic America is at last about 
to enter on a comprehensive campaign for the reduction of some of 
our worst industrial evils through the method of social insurance with 
its effective codperative pressure. 


WELFARE SERVICE FOR EMPLOYES 


By ÀLEXANDER FLEISHER, Pa.D., 
Supervisor, Welfare Division, Metropolitan Life Insurance Company, New York. 


Within the last fifty years, the development of new industries’ 
and the expansion of old ones have necassitated concentration into 
larger industrial units. The small factory and workshop, the in- 
dividual proprietor and his few employes, are becoming less frequent 
components of modern business. With this increase in the number 
of workers and the amount of capital under one management, a 
development that has called for leaders of constructive initiative, 
has come a change in the conditions surrounding the worker. 

This change in working cond tions has been of two kinds,—that 
forced upon the employer and that voluntarily granted by him. The‘ 
first grouping comprises those changes brought about through legisla- 
tion,—such as laws limiting the hours of labor, those providing for 
the sanitation of factories, for compensation for industrial accidents, 
—and those brought about by employes themselves through strikes 
and through arbitration and conciliation. l 

Our immediate concern has to do with the second grouping, 
those changes voluntarily granted by the employer. Such efforts 
on the part of some employers to improve the conditions of their 
employes in the workshop and in their homes have been known, no 
single term being uniformly accepted, as industrial betterment, 
welfare work, and service for employes. The range of the activities 
and the fact that the field is not fixed have made simple definition 
difficult. There is little uniformity in the efforts and plans of the 
employers who have undertaken this work. Because of the fun- 
damental consideration that the work be done voluntarily, the field 
is constantly changing. If the service given by some employers is 
made statutory and all employers within the jurisdiction of the 
legislature are compelled to furnish it, in such states it can no 
longer be considered welfare work. This is the case, for example, 
in compensation for industrial accidents, formerly given voluntarily 
by some concerns, now compulsory in many states through a work- 
men’s compensation law. Moreover, it must be in addition to, and 
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not a substitute for, such wages, hours of labor, and working condi- 
tions as are prevalent.in the community in which it is undertaken. 
Welfare work may therefore be defined as that service given by 
employers to their employes, beyond the requirements imposed by 
law or forced by employes, and in addition to the conditions of 
employment prevalent in their community. 


Warara Worx THAT Is Bama Donn 


Although welfare work is by no means a new thing, it has had its 
greatest development within the past few years. It has unques- 
tionably existed wherever an employer was particularly farsighted 
or unusually interested in ths well-being of his employes. We find 
records of special provision and care in some of the old apprentice- 
ship cortracts and in the work of Robert Owen at New Lanark, to 
quote only two examples. But welfare work on a large scale, even 
at the present day, is spreading but slowly to include those engaged 
in agriculture and domestic service. It has been extended prin- 
cipally to those employed in transportation and in manufacturing 
and mercantile establishments, and, in spite of its recent growth, it 
is as yet affecting only a comparatively small percentage of these 
workers. But the fact that it is spreading under the guidance of 
acknowledged industrial leaders indicates that it is becoming an 
integral part of modern industry. 

The welfare activities undertaken by employers are varied. 
No one employer has attempted all of them. Some have gone far 
beyond the requirements of the law in providing sanitary factories; 
others have extended their interest to include the housing of their 
employes. Some have emphasized the need of safe workrooms; 
again others have put stress upon safe workers. The development 
has been sporadic. There has been slight uniformity either accord- 
ing to industry: or locality. Certain employers have done intensive 
welfare work. For instance with the health of the employe as 
their principal interest, they have provided medical care, with 
sanatorium treatment and various kinds of clinics. Other employers 
have done extensive work. One industry, for example, which has 
developed its own industrial community, includes the housing, rec- 
reation and education, not only of its employes but of their families 
in its scope of activities. 

Four problems of prime irnportance,—the workplace, vacations, 
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wage-payments, and employment and discharge,—usually are given 
first consideraticn by employers. With the aid of modern engineer- 
ing knowledge, attention is being given, in erecting new buildings 
and remodeling 51d ones, to facilities for light, heat, ventilation and 
protection from fire and from dangerous machinery. In the matter 
of light, for example, the placing of the machine is determined by 
the location at which the operator will receive the maximum natural 
light without injury to his sight. Again, the heating of the work- 
room is determined by that temperature which assures the maximum 
energy of the worker. 

An increasirg number of employers are beginning tò recognize the 
importance of vacation periods. In many manufacturing establish- 
ments the period of stock-taking and repair is made a compulsory 
vacation for the majority of the employes. Vacations with pay are 
‘becoming more common, although, as a general practice, this ad- 
vantage has beən extended only to office employss. In some in- - 
dustries provision is made for regular rest periods during working 
hours. 

Some fundemental improvements have been made in the matter 
of wage-payments. The cash payment is replacing the check, a 
change which does away with the petty graft that accompanies the 
cashing of the check. The frequency of payment has been arranged 
to fit the current needs of the worker. Pay-day has been selected 
with a view to encouraging saving. 

A great deal has been done by some emplovers to simplify, for 
the worker, the problems of employment and discharge. One step 
has been to exercise greater care in choosing employes. The object 
is to keep persons from entering an industry for which they may not 
be physically oc mentally qualified. Where this care in selection 
- is accompanied by a physical examination, the health of those al- 
ready employed is also protected. Consideration is given to the 
aptitude of the applicant in order to assure him work that will be 
congenial. The power of discharge is being taken out of the hands 
of the individual foreman and centralized. Thus unfriendliness on 
the part of a foreman, or the inability of two workers in the same 
department to agree, need no longer be cause for loss of position. 
Adjustment of differences or the shifting of the troublesome worker 
to another department is a more far-sighted solution of the difficulty. 

In addition to these activities, employers have concerned them- 
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selves with conditions in their employes’ lives. It is impossible in 
sgo short a statement as this, to go into detail in regard to the plans 
in force in this type of welfare work. The following summary will 
give, perhaps, some idea of the extent of these activities: 


1—Medical Work (a) Preventive: (1) Medical Examinations (on entrence and 
annual) 
(2) Rest Rooms 
(3) Washing and Bathing Facilities 
(4) Home Nursing 
(5) Lunch Rooms 


(b) Curative (1) Dispensaries and Hospitals 
(2) Special Clinics (Optical, Dental, etc.) 
(3) Tuberculosis Care 
2—Savings and Insurance: (a) Loans—(1) Remedial 
(2) Building 
(b) Inzsurance—(1) Sickness 
(2) Life 
(8) Old Age 
; (c) Profit Sharing 
(d) Savings Plans 
3—Recreational Activities: (a) Clibs and Association 
(b) Entertainments, Concerts, etc. 
4—Education of Workers: (a) Training for Jobs 
(b) Training in Jobs 
(c) Treining in Citizenship 
(d) Promotion and Records 
5—Care outside of Working Hours: (a) Housing 
(b) Recreation 
(c) Care of Families 


In this group the prevailing interest, and consequently the 
present greatest development, seems to be in medical care Sor em- 
ployes. In the growth of welfare activities in an institution doing 
a wide variety of welfare work, this has usually been the starting 
point; other efforts have followed. Should a general plan of health 
insurance develop, it seems probable that this will be even more 
generally true. 


REASONS FOR WELFARE WORK 


There are a number of plausible reasons to offer for the under- 
taking of welfare work by employers. Some have been offered by 
the friends of welfare work, others by those opposed to it. It is 
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hardly likely that the interest of any employer in welfare work can. 
be traced to any one reason alone. 

The pride of the individual owner in the plant that he controls 
and his personal interest in his employes play an important part in 
the beginning of welfare work. This is especially true in communi- 
ties controlled, in large measure, by a single industrial organization. 

A more important cause, and one that we like to believe is true 
of welfare activities’ now beginning, is the development of social 
vision among owners and managers. It is the worker’s present 
labor that is being exchanged for wages; not his future earning 
power. When President Wilson, during the recent railroad con- 
troversy, stated that labor is more than a commodity because 
a man’s lebor is part of his life, he put this conviction into 
words. . 

A reason of some weight that can be given as one of the causes 
of welfare activities is that industry has begun to appreciate the 
importance of the human factor in production. This has been a 
result of the modern need of efficient management. Machines alone 
do not do the work. The loyalty and interest of a stable labor force 
are essential to the securing of maximum production in large quanti- > 
ties. Welfare work emphasizes the human element in industry and 
does away with the concept of men as machines. It wins the loyalty 
and interest of the workers. Among progressive organizations this 
has caused an increasing consideration of welfare work. In in- 
dustrial centers, during times of prosperity, there is competition 
for, high-grade workers. It seems likely that welfare activities 
‘attach employes to their plant and help attract new workers. In 
this connection it may be of interest to refer to an advertisement 
that appeared recently in the newspapers of New York City, asking 
the services of a hundred workers, and placing all emphasis upon the 
advantage offered in cheerful and sanitary working conditions, rest 
rooms and lunch-room facilities, with extras at cost. 

It has, in fact, been the contention of labor leaders that em- 
ployers begin welfare activities for a stronger reason than that they 
think it pays. They claim that employers use welfare work as a 
club against employes’ organizations. Some support was given to 
this view in the recent railway struggle when a few officials urged 
their employes to refrain from striking, since by so doing they would 
sacrifice all rights to the savings and pension plans of the company. 
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However, it is very doubtful that the inception of welfare work in 
any industry was done solely with the desire to destroy or forestall 
union activity. 

It has likewise been stated by those who are unfriendly to wel- 
fare activities that it has been given as a substitute for wages. Here 
again it is doubtful whether the initial object was to keep wages low. 
Welfare activities are not inexpensive undertakings. The wages 
paid by organizations doing welfare work usually bear comparison 
with others in the same field of industry. 

Another reason for the development of this service for employes 
by organizations like public service corporations and others super- 
vised by public bodies may be to secure the support of the public. 


ResuLTS oF WELFARE WORK 


What has welfare work accomplished? Has it benefited in- 
dustry, the worker, and the community? Undoubtedly, it has 
gratified the pride of many an owner in his establishemnt. ` And, too, 
where social vision may have been at the root of much welfare ac- 
tivity, welfare work has more likely developed the social point of 
view in employers who began these activities for other reasons. 
` Industry, however, is seeking more tangible results from its 
welfare work than this. Unfortunately, at this time, it has not 
produced comparable figures of increased production or reduced 
costs. Individual instances there are where a discriminating choice 
of employes, coupled with the care of those employed, has resulted 
in an increase in output, but there has been no analysis of the results 
of a large number of those organizations which have undertaken 
welfare work. In spite of this lack of figures, the pioneers of welfare 
work have faith in its usefulness. They claim that it justifies its 
cost when it stabilizes the labor force. Absence from any cause,— 
be it sickness, accident, lack of interest,—is expensive. A little 
dispensary care may prevent an illness; glasses for an operator may 
eliminate his spoiled work, and so on. Employers claim also that 
welfare work pays when it has awakened the interest of the employe 
in his work. 

Efforts to arouse the worker’s interest have proved of great 
benefit to the employe himself. Working conditions have been 
improved; efforts are made to eliminate preventable accidents and 
sickness; codperative provision is made for these contingencies 
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when they occur. Worry over the future is removed by the reduc- 
tion of the fear of incapacity, and of loss of position. 

The community requires two things, maximum production and i 
healthy, contented workers. Welfare work is based upon the 
supposition that these two go hand in hand. It will be of value to 
the community as it develops both. As yet, except in isolated in- 
stances, welfare work has been too limited to warrant the state- 
ment that it affects the community appreciably. But any efforts 
of this kind seem of community value since they get a higher standard 
for industry, and lead the community to raise the minimum set by 
law. 

i Tas Furor or Waurart Work 

Although welfare work has been of value to employers, to 
employes, and to the community, it must be widely extended if it 
is to play an important part in the development of American in- 
dustry. A much larger percentage of workers must be affected, not 
necessarily by all existing forms of welfare work but by such kinds 
as prove to be of first importance. Even in those organizations 
which are already interested in welfare work, there is room for 
development in these activities. Welfare work is still too new to 
have been perfected by any organization. 

If the standards of industry for its workers are to advance 
beyond the minimum standards fixed by law, two developments are 
essential. There must be analyses of the results of welfare work so 
that it may be apparent to doubting employers that welfare work 
pays. There must be a democratizing of these activities in order 
to overcome the hostility and criticism of the workers. 

Welfare work bas passed through its first stage, that of ex- 
perimentation. The second period, one of interpretation and 
evolution, has been reached. The future of welfare work depends 
upon the results of this scrutiny. If welfare work is shown to be of 
value, if it can be co-related to successful management, it will enter 
into its third period, that of extension and expansion. 

More important, perhaps, is the problem of making welfare 
work democratic. At present, most of this work is controlled 

_ by the employers who have interested themselves in it. This 
has called forth the criticism that employes need @ share 
in the control of these activities and partial responsibility for their 
management. Experiments in this direction are already being 
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made, especially in mutual benefit associations. In these the em- 
ployer frequently assists in the formation of the organization, makes 
contributions to its funds and makes suggestions for its guidance. 
Welfare work so managed is training in the fundamentals of de- 
mocracy,—codperative activity and mutual responsibility. 

Welfare activities must not be utilized to thwart the aims and 
purposes of organizations of employes. Should this be the case, 
welfare work would rightly merit the hostility of labor leaders to 
which it is now occasionally subjected. Again, improved working 
conditions are never a substitute for reasonable hours or decent 
wages. Any other premise would at once eliminate welfare work 
as a proper activity of induscry. 

Welfare work has had a remarkably rapid development. It has 
done much to improve the conditions of labor for many workers; 
through it legal minimum standards have been raised. It must 
now face and solve a number of serious problems if it is to continue 
to grow. Itis to be hoped that it can do so because the humanizing 
of industry for which it stands is one of the progressive developments 
in the present period of social unrest. 


BETTER LIVING CONDITIONS FOR EMPLOYES AND 
THEIR RELATION TO STABILITY IN EMPLOYMENT 


By Joan Inupmr, 
Secretary, Philadelphia Housing Commission. 


The keen end rapidly growing interest that employers today 
take in the improvement of living concitions for employes probably 
is due chiefly tc two causes: first, an awakened social conscience, 
and second, and largely due to the first, a more intelligent and far- 
seeing selfishness. As in any great social change there are, of. 
course, also maay minor contributing causes, some of immediate 
or emotional appeal. There is no question, for instance, that some 
of the most rec2nt housing operations by industrial concerns are 
due to a scarcity of labor and an inability to get or retain laborers 
unless good dweallings are provided for them and their families. 
This is particularly true of the rapidly expanded munitions plants. 
But their example has had a powerful influence upon other em- 
ployers, not only as an example but as being the only means of suc- 
cessful competition in the labor market. With this has gone the 
emotional appeel of Americanization‘ 

So evident ere these latter, and as I believe, minor causes, that, 
to many person3, even including some of the employers who are 
building houses, they seem the major causes. And so at least the 
second is if stripped of its immediate and temporary appeal and 
properly related to the two great major causes that for years before 
the outbreak of the European War hed been slowly changing the 
employer’s attitade of indifference toward conditions outside his 
factory walls. 

This attitude of indifference, in America at least, was not the 
original attitude. History does not exactly repeat -itself, but it 
does seem to work in an ascending spiral, bringing us again to 
situations analogous to those through which we have passed. When 
America left the age of homespun and entered upon the industrial 
era it had befora it the horrible example of England, pioneer of 
industrialism. Among those who founded the first textile mills of 
New England were men who had seen with their own eyes not only 
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the moral and physical havce wrought upon transplanted country 
people in the English industrial towns, but also the first inspiring 
attempt of Robert Owen to work out a better system. Reinforcing 
this lesson was the difficulty of securing factory employes in America 
unless they were assured of good living conditions. For practically 
the only source of factory labor then was the farm. 

Another interesting analogy between these beginnings of 
American industry and the present is that America then as now 
was greatly influenced by a general European War. The embargo 
of 1807 had cut off the impcrtation of textiles. Its repeal and the 
enactment of the non-intercourse act in 1809, which still shut Eng- 
land and France from our markets, was almost equally effective in 
its encouragement of home manufacture. Before the end of the 
War of 1812, American industry was firmly established. 

The change that these years brought about is indicated in a 
report made in 1810 by Albert Gallatin, Secretary of the Treasury, 
“that about two thirds of the clothing, including hosiery, and 
of the house and table linen worn and used by the inhabitants 
of the United States who do not reside in cities, is the product of 
family manufactures.” Meanwhile, within two years, the number 
of spindles in cotton mills increased from 8,000 to 80,000, and shoe, 
hat and other factories grew in numbers and in size. Such was al- 
ready the sequence of the cotton mill established at the falls of the 
Pawtucket in 1790. No wonder that Tench Coxe in his report 
(1814) prefaced his statistical tables of American manufactures 
with a panegyric. ‘‘These wonderful machines,” he declaims, 
“working as if they were animated beings, endowed with all the 
talents of their inventors, laboring with organs that never tire, and 
subject to no expense of food, or bed, or raiment, or dwelling, may 
be justly considered s equivalent to an immense body of manu- 
facturing recruits suddenly snlisted in the service of the country.” 

This enthusiasm is uncimmed by any premonitions. And at 
the time there was little ground for premonitions. The growth of 
the new industries meant no huddling of low paid workers in already 
overcrowded cities. The earlier mills depended upon water-power, 
so their influence was against rather than toward the concentration 
of population in the cities. The first mill, though built by Provi- 
dence capital, was not in Providence but some distance away at the 
falls of the Pawtucket. Its Rhode Island successors were scattered 
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along the streams that empty into Nerragansett bay. In Massa- 
chusetts, early industry had the same decentralizing influence. 
Though it contributed to the wealth of the old commercial cities, it 
did not bring in its thousands of workers. 

Because the primary need of the new mills was water-power, 
they were established in the open country. Because there were. 
no houses for the employes, the building and management of mill 
houses was an essential part of the enterprise. And because the 
only available supply of labor was the Yankee farmer and especially 
the Yankee farmer’s daughter, the houses were well built and the 
management above serious criticism—except perhaps for its strict- 
ness. Especially over the large boarding houses provided for their 
girl operatives did the mill managere exercise an oversight that was 


really paternal. They were most careful in the selection of house- - 


keepers who were to.stand in loco parentis. They saw to it that 
the houses were well kept, that the food was good. They made and 
enforced rules of conduct. Not only must the girls be in at a certain 
hour in the evening, but they must attend church on Sunday. 

The family dwellings were not so strictly supervised, but they 
were well built and well maintained. Some of the first village mill 
houses are still occupied by mill workeré and are still excellent 
dwellings, the chief criticism that may be made of them being their 
lack of modern sanitary equipment and, perhaps, a lack of suifi- 
cient window space in attic bedrooms. 

But water-power as then developed was unreliable. Coal came 
to be, and still is in some of the oldest mills, a supplementary source 
of power. Then mills were built which depended upon coal alone. 
These new mills were no longer scattered along the valleys but were 
grouped at transportation points. Some of the first mill villages 
still remain villages, but others have grown into cities: Pawtucket, 
Lowell, Lawrence. Others have disappeared, their strength gone 
to swell that of some larger community. So industry brought not 
only its wealth but its workers to the cities, or by concentrating 
developed cities where only villages had been before. 

With this change came what virtually amounted to a trans- 
formation in the living conditions of the mill workers. In the old 
days there had been a continuance of the friendly, neighborly re- 
lation between the employer and the employe that marked the pre- 
ceding era of the small shop. In the early days of Lowell mill girls 
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visited the family of the manager. The employes had organiza- ` 
tions designed to advance them in their work, like the Middlesex 
Mechanics’ Association, and the girls had reading clubs. Those 
of Lowell even wrote and published a magazine from 1840 to 1849. 
This was, in some ways, ths golden age of American industry, an 
age in which employer and employe had a common heritage, had 
standards which, if not identical, were at least like enough so that 
each could understand the other’s. Wages were comparatively 
high. The girls, who formed the great majority of the operatives, 
usually came to the mills for a few years only, lived, while there, 
under good conditions, and then returned to their farms. The men 
looked forward to advancement. 

But when villages changed to cities all else changed. Houses 
were built by others than the companies. First to feel the effect 
were the boarding houses. Girls who resented the strict supervision 
of the boarding housekeepers moved into private quarters. To 
take their places outsiders were admitted. Then the housekeepers 
complained that they could make no profit, so two or three houses 
were combined under one management and boarders who lodged 
elsewhere were admitted to the dining-room. Discipline necessarily 
suffered and finally the mill managements closed most of their 
boarding houses. 

With the family dwellings a similar but less pronounced change 
took place. The desire for greater independence led many men 
to rent or buy houses erected by the speculative builder, even 
though the cost was much greater than that of the mill houses. 
So great did this defection become that some of the mills were 
forced to take as tenants families who had no connection with the 
industry. Others converted their dwellings into store houses. 
Others sold. Almost immediately rents went up, doubled and 
trebled. For the mill houses had not been, and usually are not 
now, operated on a profit-making basis. 

While this was going on a new element came into the life of the 
industrial communities and hastened the change. Though Coxe 
in his panegyric had proclaimed that the new machinery which was 
taking the place of the cld hand looms might be considered as 
equivalent to an immense body of manufacturing recruits, there 
had been difficulty from the beginning in securing enough workers 
to tend this new machinery. One of the chief concerns of the 
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earlier manufacturers had been to prove to the New England coun- 
try girl that factory life would not lower her in her self respect or in 
the respect of others. So the coming of immigrants was hailed. 
The first of these were English and Scotch. Then came the Irish, 
whose numbers were swelled by the great famine in the middle of the 
century. After them came the French Canadians and, more re- 
cently, the peoples from southern and eastern Europe and from 


Each of these groups of aliens has more or ‘ess completely 
pushed its predecessor out of the lower paid and less skilled posi- 
tions. Coinciding as their coming did with the weakening of the 
mill house system and with the concentration of industries, it has 
aided in the transformation of the older industrial communities of 
the East and has been a potent factor in preventing the develop- 
ment of similar communities in the newer parts of the country. 
Even with the English operatives there was no longer a feeling of a 
common heritage or common traditions between employer and em- 
ployed. With the coming of the Irish, with their lower standards 
of living, their untidy shacks and hovels, the gulf widened. And 
when to the Irish there succeeded the Latins, Slavs and Asiatics, 
the gulf became seemingly impassable. Then the theory that the 
employer has no concern in the living conditions of his employes 
gained credence. Then developed the Lawrence, the Lowell, the 
Pittsburgh, the South Chicago that we know today. 

. Coming as they did when economic forces had already weakened 

the old human relationship between employer and employe, these 
peoples of different standards, of different traditions, of different 
tongues, confirmed an inclination on the employer’s part to shake 
off a responsibility that had ceased to give satisfaction and had 
grown irksome. For it must be remembered that the owners of 
even the earlier mills were often not residents of the mill villages. 
The founder of the first mill, at Pawtucket, lived m Providence, 
not very far away but still in a different environment. The found- 
ers of Lowell, present owners of the great mills at Lowell and’ 
Lawrence, lived in Boston. While their employes ware Americans 
there was a bond that bridged distance. When taeir employes 
became aliens the bond disappeared. 

Such generalizations are, of course, subject to exceptions. As 
many of the villages did not grow to be cities, so many of the mill 
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owners did and do live in or near the village or the city where their 
wealth is produced. When this is true in a village, living condi- 
tions are likely to be bette? because of it, though even then there 
remains the gulf between rative and alien. In the cities the pres- 
ence of the employer has been of less effect. There his responsi- 
bility has been more obscured. It is even more than a question 
whether, during the past generation, his active intervention would 
not have been resented. The antagonism between labor and capital, 
the development of the stock company, the desire for independence 
on the worker’s part, the lack of desire for responsibility on the part 
of the employer or manager, the prospect of gain for the land owner 
and the speculative builder, these among other motives tended to 
make him set the boundary of his interest at the mill gates. 

But facts are stronger than theories or inclinations. Because 
of theories and inclinations slums have spread through our cities; 
new industrial communities have become not only objects of scorn, 
but of deep anxiety. Plainly the employer’s concern for the em- 
ploye cannot cease at the gates of the mill but must follow him 
home. Had the immigrant of foreign tongue arrived earlier, before 
the mill house system had begun to break down, before the indus- 
trial city had appeared, had he come in smaller numbers so that 
his value would have been greater and so that he might have been 
absorbed into existing communities instead of establishing new 
ones of his own, our industrial history might have been quite dif- 
ferent. Whether, ultimately, it would have been better is another 
question, for the old system was paternalistic to an extreme degree, 
and had the Latin and the Slav been subjected to it at the time of 
its greatest strength the effect might have been lasting. 

Today, faced with the fact that a laissez faire policy is, in the 
long run, unworkable, we have also the experience that paternalism 
is not workable. This is important because the first instinct of 
those who have power, when inspired to use that power for the bene- 
fit of others; is to use it paternalistically. Pullman came half a 
century after the New England pioneers. And he has his succes- 
sors today. We must finc another way. To be sure there have 
endured in New England mill villages, founded in the early days of 
American industry, that still maintain a paternalistic system. There 
are even neighboring villages of comparatively recent origin that 
have taken up the tradition. But their owners seldom speak of 
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them with enthusiasm. Their usual statement is that only because 
of force of circumstances do they own and manage dwellings. Mean- 
while the proprietors of other industries, finding their old quarters 


within a city cramped and unsuited to present needs, are moving to 


the outskirts or to small towns and villages. Often with them one 
motive has been the conditions under which their employes were 
forced tolive. The owners of still other industries find that, because 
of the growth of manufacturing enterprises, there ere not enough 
dwellings'in the city for the employes of all. 

So, for one cause or another, the question has egain fone it- 
self upon the employer’s attention as it had not since the beginning 
of the past century. Better living conditions for employes must 
be provided. But how it is to be done is still far from settled. 
Some of the new communities are but unimaginative duplicates of 
those which demonstrated their unworkableness nearly a hundred 
years ago. Others, however, are experiments, more or less cau- 
tious, in newer methods. The most common of these is for the 
company to build houses and sell them on easy terms to its em- | 
ployes. Yet experience has shown thet this is but a temporary 
solution of the problem. Another is the organization of a subsid- 
iary company which buys, builds, sells and rents. Proposed, but 
not yet carried to completion, are schemes of a codperative character. 

So we are today in an experimentel stage. We are faced by 


the fact that laissez faire will not do. We have had experience 


which teaches us that paternalism will not endure and that its end 
is bitterness. All we know is that it is to the benefit of the com- 


“munity and to the direct and continuing profit of industry that 


employes be well housed, that they live under good conditions. 
Even on this we have not, for America, scientifis proof. The 
proof we have is that for more than a century some firms have con- 
tinued to provide dwellings for their employes, though they would 
gladly be quit of the work and the responsibility; that other em- 
ployers are beginning to do the same thing, though they undertake 
the enterprise with reluctance; that still other emplovers in seeking 
new sites for their plants, make as one of their conditions that the 
neighborhood of the new site provide good housing conditions for 
their workers. 

Yet when one seeks facts from these men le finds either that 
they have no facts, have acted merely from business sense and the 
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untabulated lessons of experience, or that they are reluctant to dis- 
close the iacts. As one of the motives of some employers in provid- 
ing housing is to secure a greeter degree of control over labor, the 
reluctance in such cases to disclose facts is understandable. More- 
over, there is today no complete or even fairly complete list of 
American firms that house and aid in housing their employes. In 
1904 the Federal Bureau of Labor (as it was then) published a re- 
port on The Housing of Working People in the United States By 
Employers. It listed sixteen companies and said, ‘It has not been 
possible to ascertain that other establishments in the United States 
have been engaged to any great extent in similar work, although 
every effort was made to cover the field as thoroughly as possible.” 
This list was inadequate even for its time. Since then other lists 
have been published, each adding to the number of firms. And 
in nearly every case firms are listed for the first time that had been 
engaged in this work for many years. The latest list contains 
seventy names, one of them that of the United States Steel Cor- 
poration, which alone controls several towns. 

This inability to secure even a list indicates how isolated each 
experiment has been. Those in close proximity to each other 
doubtless have taught each other, though usually what they have 
taught has been learned by rcte rather than assimilated, for there is 
a likeness about neighboring industrial communities that is dis- 
heartening. But of one thing their managers are all convinced, 
though the figures to prove it are not available: good housing lessens 
the number of strikes and causes a marked decrease in the labor 
turnover. That is the business end. It is the immediate consid- 
eration. Whether good housing decreases the amount of sickness 
they do not know. They have not thought much about it.. That 
it makes the men more contented they believe. 

At the present time the Department of Labor is making another 
investigation of the housing of employes. Perhaps its report will 
contain the data we need to lift the question from one of moral 
certainty to one of demonstrated fact. 


IMMIGRATION AND AMERICAN LABOR 


By HARRIS WEINSTOCK, 
State Market Director of California. 


Most of us are opposed to all monopolies except our own. The 
officials of organized labor, being a part of us, can therefore hardly 
be blamed for being opposed to the encouragement of immigration. 
These officials feel exactly as merchants and professional men would 
feel if they were asked to help to increase the number of their com- 
petitors, and to that degree to invite decreased earnings. 

The natural feeling on the part of- organized labor officials is 
that a large influx of immigrants brings lowered wages and more 
hands to do the work, and thus less work for each pair of hands to 
do. When hard times come, they claim that these conditions sim- 
ply aggravate the problem of unemployment. 

The officials of organized labor are the leading proponents in 
the claim that immigration has largely been responsible for the 
existing state of industrial unrest; that it has been the largest single 
factor in preverting the wage scale from rising as rapidly as food 
prices; that it has done much to prevent the development of beiter 
relations between employers and employes; that it has greatly 
hampered the formation of trade unions and has increased the prob- 
lem of securing responsible organizations. 

I said that the officials of organized labor are opposed to immi- 
gration. No man knows what is the attitude on this question on 
the part of the rank and file of the three million trade unionists, 
since to my knowledge there has never been a trada union referen- 
dum taken to learn their attitude. It is quite likely that if such 
referendum were taken it would be found that the great body of 
trade unionists, many’ of whom are immigrants or the immediate 
descendants of immigrants, would favor giving the same opportu- 

nities for betterment to their European kith and kin that they have 
been permitted to enjoy. 

What the worker in this country needs is the widest oppor- 
tunity for employment and the greatest demand for the output of 
his handiwork. , 
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Imagine the population of this nation reduced from one hun- 
dred million to say fifty million. It must be plain that under such 
circumstances the home consumption for the output of American 
labor would be cut in half and opportunities for employment on the 
part of the remaining 50 per cent of the population would be re- 
duced accordingly. 

On the other hand, imegine the population of the nation in 
due course doubled. This would double the home demand for 
labor’s output. The increased output would lessen cost of pro- 
duction and thus tend to widen our world markets. 

A great cry over the scercity of labor comes from the farmer, 
more especially of the West. This very harvest season has seen a 
call for harvest hands at offers of wages almost prohibitory to the 
farmer, and yet the farm labor demand was not supplied. Let this 
condition go on and in the near future farming would become so 
unprofitable as to cut down zhe acreage under cultivation, not only 
because of the scarcity of new labor, but also because much of the 
present farm labor would be lured to the cities on account of the 
higher wages offered and the greater city attractions. This in turn 
would spell yet higher costs for food, putting a still greater burden 
on the consumer. 

The European War has ~evolutionized world conditions. When 
it shall have been brought to an end, Europe will find herself poor 
indeed. 

The world’s greatest asset is its men. This most valuable of 
all assets is being steadily decimated by being killed off and crippled 
in Europe by the hundreds of thousands. When peace shall have 
been restored, the nations will find themselves handicapped not 
only by the loss of millions of able-bodied workers carried off by 
the bullet and by disease, but also by other millions of men who 
through loss of limb and of productive power will have become 
burdens. i 

There will be the greatest scarcity of able-bodied men to carry 
on the great work of restoring European industry and the ravages 
of war. 

It is plain to foresee that the governments of Europe must 
establish conditions that wil conserve for themselves what remains 
of their brawn and muscle. Every possible step will most likely 
‘be taken to put a ban upon emigration of the able-bodied, and 
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anyone who will encourage such emigration will be regarded as 
an enemy to the country and doubtless treated as such. 

Meanwhile while the warring countries of Europe are impov- 
erishing themselves in men and in money, the United States is wax- 
ing rich as never before in its history. Its wealth will keep on 
growing to proportions never dreamed of by the wildest visionary. 
This vastly increased wealth must be profitably employed and can 
best be profitably employed by the development of our many yet 
undeveloped natural resources. 

How are these great resources to be developed without an‘ 
adequate labor supply? How are we to build our canals, our reser- 
voirs and our railways? How are we to develop our mines, cut 
down our forests, build our ships, colonize our lands and conduct the 
potential great industrial enterprises now in sight, without added 
supply of brawn and muscle? Unless all this is done, the oppor- 
tunities for still greater betterment on the part of the labor now 
with us are minimized. ; 

We may deplore the fact, but the fact nevertheless remains, 
that our American-born workers look with more or less disdain 
upon the handling of the pick and shovel. Whatever the causes 
may be, they do not and will not perform the unavoidable tasks 
inseparable from the development of great natural resources by 
being “‘hewers cf wood and drawers of water.” 

Imagine how impossible it would have been, for example, to 
build the Panama Canal within even a lifetime, if none but Ameri- 
can citizens were to have been employed as common laborers. Had 
there not been evailable a supply of Jamaican negroes, Spanish, 
Mexican and other common labor, the completion of the Canal in 
all 'likelihood would have been postponed for a decade or more, -to 
the loss of the entire world. As it was, remunerative employment 
for several years was affcrded thousands of American citizens dur- 
ing the construction of the Canal as foremen, as engineers, and in 
all the positions cf trust and responsibility. 

Another problem affected by immigration is that of domestic 
service. Cut off the supply of house servants by restricting immi- 
gration and you further aggravate, more especially in the West, 
the great existing problem of securing domestic help. Already the 
ery of the American housewife has gone abroad that the supply is 
entirely inadequste to meet the demand. The lack of efficient 
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servants and the great increase in their wage have caused a famine 
in this line of activity. Again the fact remains that for social and 
other reasons American girls will not, as a rule, enter domestic serv- 
ice. The shorter hours, the alleged higher social standing, the 
greater freedom offered by the shop, the store and the office are 
decimating the ranks from which domestics were formerly recruited. 
This change in conditions is in the nature of a menace to the Amer- 
ican home. 

Untold thousands of salaried men and small tradesmen who 
could formerly afford to employ one or more domestic servants 
find that these have becom: luxuries beyond their means. The 
home is therefore in thousands of instances being abandoned all 
over the land for the boarding-house or the hotel. Children, for- 
merly reared in private, surrounded by proper home influences, are 
now destined to be reared in cheap hotels or boarding-houses, with 
all their consequent ills on childhood. Conditions such as these 
must in time cause “our new graves to become more numerous 
than our cradles.” The only recruiting ground for domestic help 
remains in Europe. 

Minimize immigration and you still further aggravate the 
existing problem of domestic service. 

There is today throughout industrial centers a labor famine, 
caused partly by the cessation of immigration and partly due to 
many able-bodied men of fcreign birth leaving the United States 
to fight the battles of their netive land. This labor famine is limit- 
ing the possibilities of industrial and agricultural development and 
is simply a forecast of what would follow a still further limitation 
of immigration. The unprscedented industrial and agricultural 
expansion which has taken place in this country in recent decades 
is primarily due to immigration. Without it, development along 
such lines would long since have ceased. 

The possibilities in all directions in this country are as yet 
limitless. We can better appreciate this when we realize that the 
State of Texas with England’s density of population could alone 
accommodate the people of the entire United States. 

Every able-bodied male or female producer, literate or illiter- 
ate, that can be brought to this country with sound body and good 
character is an added asset. 

It has been pointed out that a first class black slave was worth 
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before the Civil War, $1,500. How much more then should a 
healthy, able-bodied, free, white man be worta to the country? 

It is true that at times our congested centers are seemingly 
overloaded with labor; A goodly percentage of this overload will 
be found to be among seasonal workers, temporarily out of employ- 
ment because of climatic conditions, as well as the disabled, the 
incompetent, the unwilling, or the victims of drink, drugs or disease. 

‘These conditions could in a measure be minimized if we were 
to follow the plan pursued by the Argentine Republic and other 
South American countries, which furnish free transportation within 
their borders to new arrivals in order to minimize _abor congestion. 

It is not a question so much of giving population across the 
sea, so large a place in our regard and in our hospitality, as it is a 
question of seeking the welfare and development of our own nation, 
and all its wonderful resources. 

We are told that immigration tends to beat down wages; but 
the fact remains that wages have advanced more rapidly and hours 
of labor have been shortened more during the periods of our 
greatest European immigration than in any previous period in 
our industrial history. 

It has been pointed out that 
eighty-five per cent of all labor in the slaughtering and packing industries is done 
by alien laborers. They mine seven-tenths of our bituminous coal. They do 
78 per cent of the work in the woolen mills, nine-tenths of all the labor in the cot- 
ton mills, and make nineteen-twentieths of all the clothing. Immigrants make 
more than half the shoes in the country. They turn out four-fifths of our furni- 


ture, half the tobacco and cigars and nearly all of our sugac. In the iron and 
steel industries, immigrants share all the risks. 


The workman at one time looked upon the invention of every 
labor-saving device as a menace and a competitor Likely to rob him 
of his job. Time has shown that, instead of robbing men of labor, 
these devices have created untold new avenues of labor. The 
lessened cost of production made possible by labor-saving devices 
has greatly increased consumption and thus in turn tremendously 
increased the demand for labor. 

The immigrant, by furnishing the needed Jabor, opens out new 
productive possibilities that otherwise would remain closed, so that 
instead of robbing those here of work, his presence makes new and 

, still more abundant work possible. 
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Despite the alleged excessive immigration of recent decades, 
the fact remains that the ratio between foreign- and native-born 
during the past fifty years remains substantially the same. The 
census shows that in 1860 the foreign-born were 13.2 per cent of 
the population, and in 1910 were but 14.7 per cent. Wages are 
higher, working hours shorter, and standards of living far in advance 
in the United States today compared with 1860. 

It has been pointed out that immigrants have a passion for 
educating their children. The United States Commissioner of 
Education tells us in a Bulletin that 
the least illiterate element of our children is the native-born children of foreign- 


born parents. The illiteracy among the children of native-born parents is three 
times as great as that among the native-born children of foreign-born parents. 


We find then that labor leaders and those who sympathize 
with their point of view are not warranted by the facts in opposing 
immigration. We find that our industrial needs, our agricultural 
needs, our domestic needs, all demand that we shall continue to 
extend the hand of welcome to every decent, able-bodied man and 
woman who is willing to come and work among us. We find that 
the greatest progress we have made in trade, in industry, in com- 
merce, in agriculture, in education, in the arts and sciences and in 
social welfare has been made during the decades when immigration 
in this country has been greatest. We believe that ample provision 
has been made by law to keep out the mentally, morally, and phys- 
ically unfit. We believe that these laws should be rigidly enforced 
and that if the present machinery for doing so is inadequate it should 
be bettered and perfected. We believe that in order to make still 
greater progress along all lines of human endeavor, we can with 
perfect safety and advantage to ourselves and to our children, as 
well as to the advantage of the fit immigrants and their children, 
invite them to be of us and with us for their good and for ours. 
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THE PSYCHOLOGY OF FLOATING WORKERS 


Bz PETER ALEXANDER Sprax, Pu.D., 
Legislative Reference Division, Library of Congress, Washington, D. C. 
I 


The evolution of productive fastors is characterized by a 
gradual replacement of physical exertion by mental—of muscles 
by brains. The human being as motive power in the process of 
production is becoming more and more a directing power—in the 
sense that he directs the machines that do the actual work. Thus 
the imaginative and attentive abilities—will power, discipline, in 
short, the psychology of laborers—are gaining more importance, 
viewed from the standpoint of efficiency in production. 

Notwithstanding the interdependence of efficiency and general 
well-being of tke worker—a fact generally accepted in theory— 
the psychology of workers has not to any extert bean studied either 
by the efficiency experts or by psychologists end sociologists. 
In this brief article are given some cf the resulzs of an investigation 
of the psycholozy of unskilled laborers which was made by the 
writer in 1913-1915 for the United pirates Commission on Industrial 
Relations. 

I 


In the normal times, before the present war,' it was a well- 
recognized fact that the numbers of the unskilled laborers were in- 
creasing rapidly as compared with the numbers of the skilled, and 
that the numbers of the lowest grades of the unskilled laborers— 
called migratory and casual laborers, drifters, hoboes, rounders, 
blanket-stiffs, etz., in short, the floaters—and cf the unemployables 
—called tramps, bums, snow-birds, knights of the road, vagabonds, 
yeggmen, petty criminals, etc., in short, the down-and-outs—were 
increasing more rapidly than was the general population of the 
United States. 

There are no statistical data to show the actual numbers of 
these elements cf the population, nor are there comparative data 

1 This article does not attempt to deal with the abnormal conditions during 
the time of the European War. ; 
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to indicate the tendency of their proportionate growth during periods 
of time. Neither is there any machinery established by which such 
data may be gathered. 

Loose estimates, or rather guesses, put the actual numbers of 
the lowest grades described—floaters and down-and-outs—some- 
where above five million. More reliable seems to be the impression 
prevailing among students of industrial problems—labor leaders, 
employers, charity workers and the laborers themselves—that the 
numbers of these laborers, and especially the men of the down-and- 
out type, are increasing more rapidly than are the other classes of 

population in the country. Such persons usually point out that: 


1. Unemployment has become an ever-present condition and is increasing 
every year. 

2. More people apply for pubiic charity, and the public poorhouses are more 
crowded than ever before. 

3. Begging in the streets is growing. 

4, Petty larceny and other small crimes are increasing. The same tendency 
is noticeable m regard to suicide, homicide, insanity and desertion of family. 

5. Casualization of laborers is developing—they work only certain periods 
of time and these periods tend to shorten as years pass. 


The reports of public employment offices, the pay rolls of em- 
ployers, the interviews with employers and with laborers them- 
selves, show that the process of casualization is developing rapidly. 
The vast majority of a large number of employers interviewed, 
especially of those in the lumber and construction industries, stated 
to the writer that the laborers are not what they were in former times. 
They no longer want to work continuously. They only work for a 
short period, to make a “stake”; then they quit and go to the city 
to “blow the stake in.” The saying, “one gang is working, one 
going, and one coming,” is true to a certain degree. 

To the question, what is the matter with the men, the writer 
received varied answers. For example: 

From an employer: The men are too lazy to work; our laws, 
courts and police institutions are weak as regards loafing, begging 
and stealing; and the charity organizations in the cities demoralize 
rather than uplift the men, by providing them with meals and shelter 
without labor. 

From a charity worker: Yes, the men are falling down-and- 
out in a greater number than ever before. For this the hard and 
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unhealthy conditions at the work places are responsible to a degree, 
but, in the main, the men themselves are defective and responsible 
for their misfortunes. Some inherit certain defects by birth, but 
‘the vast majority have acquired bad habits, have weakened their 
bodies, and have lost ambition, will-power and self-respect. 

From a preacher: The fountain head of the trouble consists 
in the fact that the men have lost religion; if they would turn back 
to God, everything else with them would be all right. 

From a radical labor leader, socialist, I. W. W., or union man: . 
The existing industrial conditions, low wages, long hours, poor liv- 
ing, ete., are responsible for the casualization of laborers and the 
production of hoboes and tramps. There is nothing wrong with 
the men themselves; do away with these conditions and with the 
wage-system in general, and there would then be no more down- 
and-outs—the product of industrial slavery. 

From an educator: The main cause of casualization is the lack 
of training in general character building and in trade. 

From a moralist: The main cause is drinking and prostitution— 
saloons and red-light districts. 

From a student of industrial problems: For the casualization 
of laborers a number of causes are responsible; rapid introduction of _ 
skill-replacing machinery and other improvements in the technique 
of production; seasonable character of numbers of large industries; 
fluctuation. of market; irregularity of employment; unregulated 
transportation of laborers; and pressure of circumstances and en- 
vironment in general. The existence of casual laborers in large 
numbers is an essential of the present organization of our industrial 
system. 

These widely varied opinions about the causes of casualization 
show the complexity of the problem. 


OI 

According to degrees of steadiness and efficiency at work, the 
unskilled laborers may be divided into the following grades: 

1. Steady Laborers 

2. Floating, Migratory or Drifting Laborers who are constantly 
moving from job to job and from locality to locality in search of 
work and to “better the conditions.” They may be subdivided 
into:—(a) seasonal and (b) casual laborers. 


‘ 
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The seasonal laborers stick either to one industry, if its season 
lasts for a long time, say eight or ten months, or to a number of in- 
dustries the seasons of which are short and occur in succession, as, 
for example, in the fall in lumber camps, in winter in ice camps, 
in spring in farm work, in summer in harvesting, then again in 
lumber camps, and soon. Their method of selecting jobs has some 
regularity. 

The casual laborers, on the other hand, have no regularity— 
they accept and work on whatever job they secure, in whatever 
industry, and for whatever concern. They may be further divided 
into:—‘a) casual laborers proper; (b) odd-job men; and (c) hoboes. 
The casual laborers proper earn all their living by labor; they do not 
beg, apply for charity or steal. 

The odd-job men are rather a city type; they seldom go to 
work out of the city, although they migrate from one city to another. 

Hoboes are a rank of casual laborers earning most of their 
living by labor, willing and desirous to work, but in the time of un- 
employment when hard pressed, supplementing their living Ly such 
means as begging, application for charity and stealing—“ taking” 
meals, provisions, clothes and money, though only in such quan- 
tities as to satisfy thelr immediate need. Their self-respect is 
already shattered. However, they are laborers, preferring to earn 
their living by honest work. 

3. Unemployables or Down-and-Outs. The main character- 
istic of these men is that they do not work. They may be sub- 
divided into: (a) unable to work; and (b) able but unwilling to 
work, (1) common type—tramps, bums, vagabonds, ete., end (2) 
criminal type—pickpockets, yeggmen and other thieves and robbers. 

The above classification of our unskilled and unorganized 
workers shows in general the steps in the downward movement in 
the lives of a large number of men. First a steady worker, then 
a seasonal and casual worker, then a hobo, then a down-and-out. 
To each of these successive stations corresponds a certain psycho- 
logical condition upon which human conduct depends. 


IV 
Ambition and hope characterize almost every young man, who, 
leaving his family hearth, enters the outside world for his life’s 
battles. Ambition and hope make life bright and enjoyable. The 
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possessor of these natural stimuli for working and fighting has no 
need of artificial substitutes and of deZence-reaction. 

But when embition or hope fades or is shattered, different 
psychological characteristics appear, in a man. An unskilled 
laborer, working at first steadily and afterward meeting failure 
after failure, begins to lose ambition and hope for a better future 
in his life. 

The causes of his failure are varied. They are the unregulated 
life and labor canditions in the industries where unskilled wage- 
earners are employed, especially in various -umber camps and 
work places, incliding the farming industry; the unregulated dis- 
tribution of labor—the unorganized labor market—including the 
unregulated transportation of laborers, and the uncentralized short 
or odd jobs in the cities; the irregular and seasonal character of 
work in many industries; the increasing tenancy in farming and, 
connected with it, child labor in farming; also child labor in other 
industries; strikes, especially those that fail; blacklisting; the ab- 
sence of protective organizations among the laborers themselves. 
Other causes of the worker’s failure are his educational defects; 
lack of knowledge among the immigrants of English, trade, labor 
laws and Americen customs, institutions and ways of life; lack of 
knowledge of trade and labor laws among tae native working 
masses. = 
These direct causes produce certain effects which in turn re- 
sult in the increase of the number of floating laborers, hoboes and 
down-and-outs. Of the indirect causes the following are the most 
influential: the bad living conditions and, still worse, the moral 
atmosphere of floating laborers in the cities; the evils in the lodging 
-houses, the drunkenness, the prostitution, the gambling, the lack 
of healthy recreation facilities, the uncertain, gloomy and almost 
hopeless future o? floating laborers. ‘ 


v 


One of the first signs of the decrease in the ambition and hope 
of a worker is the loss of interest in his earnings. He soon quits 
saving for two reasons: first, all of his previous attempts in saving 
failed because the hard times of unemplcyment, or illness, or some 
other misfortune ate up his savings; and, second, he begins to look 
upon his earnings as merely a means “to keep his soul and body 
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together,” not as a means for his success in life. In consequence 
he begins to work seasonally and casually. First, industries require 
that kind of work, and second, seasonal and casual work corresponds 
to his changed views and needs. These changed views and needs 
are his desire to be on the move, and the need to earn only a “stake,” 
a certain sum of money, specified in his own mind at the acceptance 
of the job. This stake is destined to help him to prosecute his 
immediate plans, to buy clothes and shoes, to have a “good time,’’ 
to buy meals on his travels, or what not. But the main thing is, 
he must move; he must change his environment so as to see some- 
thing new, interesting. To this end he has always a plan in his 
mind—where to go and how to go. 

But when the last rays of his ambition and hope are gone he 
becomes a self-confessed failure and falls down, first, into the rank 
of hoboes—still laborers—and then into the rank of down-and-outs. 

In the latter state he is characterized by the following psycho- 
logical features: 

(a) The passion for wandering is increased almost to madness; 

(b) He has acquired a profound aversion to work; 

(c) He drinks whenever and wherever he has a chance; 

(d) He has developed a strange, childish expectation that he 
may strike in some way, somewhere, a tremendously promising 
opportunity. This is something like the alluring dream of a rich 
gold strike to a prospector. If this hoped-for opportunity were 
such that its realization might reasonably be expected, it would 
recreate in him a strong enthusiasm and confidence, as a result of 
which he would cease drinking, and would work and battle till he 
won out and became a victor in life instead of a beaten man. But 
if one asks him of what nature is the opportunity he expects to find, 
he arswers that it may happen that he will by chance become a 
prospector and strike a rich gold mine; or marry rich; or he may 
become a fisherman, at first for wages, afterwards independently; 
or he may find a very good job, working on which he will save lots 
of money; or he may specialize in some line of highly paid work; 
or he may by chance secure a homestead; or—or— 

Led by such faint hope—very faint, almost nothing in his 
mind, but strong enough in his sentiment—he roams restlessly over 
all the country, from north to south, from coast to coast, back and 
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forth, moving from place to place by freighting or walking, seldom 
paying his way in his rainbow chasing. 

(e) He has lost his ability to concentrate on anything sensible. 

How can such pyschological features, seemingly unnatural to 
any man, be explained? He is simply trying to escape from himself 
or to forget himself, in general. Life is dark and hopeless for him— 
nothing is left of his ambition, except gloomy thoughts and sad 
feelings. 

_ Wonderful human nature invents other, one might say in com- 
mon parlance, “artificial” substitutes for “natural” enjoyment 
appearing in ambition and hope. By changing environment— 
scenes—by constant wandering, he keeps up some sort of interest 
in life. 

He is averse to work because his narvous system, by suffering 
and privation, is exhausted. Furthermore, he answers to the 
question why he does not want to labor: To labor! Why should 
I labor? I have labored, worked hard—years, tens of years, but 
the labor did not help, it let ma fall down where I am as you see me. 

But in general his idleness or “laziness” is nothing more or 
less than a kind of defence-reaction forced upon him by nature. 
In drunkenness he also finds a sort of “brightness” and forgetful- 
ness. Rainbow chasing is agein an artificial means of making his 
life “ambitious” and “hopeful.” His lack of ability to concen- 
trate his attention on anything is explained by the fact that he i is 
worn-out and as a result his will-power has gone to pieces. 

No law, court, police, prison, can “cure” him; nothing but 
medical treatment. But as medical treatment is more costly than 
the prevention of disease, the ration should take steps in the direc- 
tion of preventing a large number of its members from falling down- 
and-out, beginning with the regulation of labor conditions in un- 
skilled industries, especially in those of seasonal character, 


HOURS OF LABOR 


By Groren G. Groat, 


University of Vermont. 


The movement in the United States in regard to hours of labor 
in recent years has been very pronounced. The length of the work- 
ing day has long been a subject for both legislation and collective 
bargaining as well as individual agreement. It appeared promi- 
nently in the agitation during the middle of the last century when 
ten hours became well established generally as a maximum and 
eight hours an ideal; a hope that has been an inspiration for agita- 
tion ever since. 

In 1867, in response to the political movement of labor, the 
New York: state legislature officially declared against a “sun to 
sun” day and enacted that “eight hours of labor, between the 
rising and setting of the sun, shall be deemed and held to be a legal 
day’s work in all cases of labor and service by the day, where there 
is no contract or agreemert to the contrary.” Experience soon 
showed that this statute was no more than the expression of a wish 
for an eight-hour day, as it expressly did not prevent laborers and 
employers from forming an agreement for overtime. Other states 
followed the lead of New York with the same kind of statute. 

Growing out of years of practical adjustment to which not only 
laborers and employers but legislatures and courts have been 
parties, the “require and permit” clause has been more generally 
introduced wherever statutory enactments have been at all effect- 
ive. To prevent the exercise of the right to contract for terms other 
than those established by statute, employers are enjoined from 
either requiring or permitting employes to work beyond the speci- 
fied number of hours. 

The first generally effective regulation was that of child labor. 
This group of statutes is too well understood to need extensive 
analysis. All the states of the union make some provision for child 
protection, though it cannot be said that it is effective in all cases. 
The recent federal law goes far in establishing a standard; an ideal 
for all states and an effective regulation so far as products from 
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manufacturing establishments generally enter into interstate com- 
merce. Products of mines and quarries are not to be admitted to 
interstate commerce if within thirty days prior to the removal of 
the product children under sixteen have been permitted to work. 
. Products of mills, canneries, work shops, factories or manufacturing 
establishments may not be so admitted in cases where children 
under fourteen have been permitted to work or children between 
fourteen and sixteen more than eight hours a day or more than six 
days a week or after seven o’clock p.m. or before six o’clock a.m. of 
any day. This leaves many industries uncontrolled and much 
work yet to be done in the several states. , 

~ Legislation to regulate the hours of labor for adult women 
began early but did not proceed rapidly until comparatively re- 
cently. Massachusetts. began in 1874. This class of regulatory 
legislation has now become a generally accepted policy, no fewer 
than forty-one states having enacted statutes expressly limiting 
hours of labor for adult women. This class of statutes covers some 
variety of industries and makes by no means a uniform length day 
or week. A classification that would indicate all the provisions of 
these laws must be omitted here. In general it appears that four 
states and the District of Columbia have an eight-hour day;' ten’ 
have a nine-hour day? twenty have a żen-hour day; two have an 
eleven-hour day, but less than a sixty-six-hour week;‘ and five have 
laws that are somewhat too complex for this simple classification.’ 
This leaves seven states with no legislation.’ 

Efforts are at present being made tnrough regional or sectional 
conferences, led by the Consumers’ League and the National 
Women’s Trade Union League of America, to secure a greater degree 
of uniformity in this class of legislation. 

General attention has elso bean turned to the dangerous 
trades. Here the complexity of actual legislation is somewhat 

1 California, Colorado, Washington and Arizona. ' 

2 Arkansas, Maine, Missouri, Nebraska, New York, Texas, Utah, Idaho, 
Montana and Oklahoma. 5 

3 Connecticut, Delaware, Kansas, Massachusetts, Michigan, Ohio, Pennsyl- 
vania, Rhode Island, Wisconsin, Wyoming, Georgia, Kentucky, Louisiana, Mary- 
land, Mississippi, New Jersey, Illinois, North Dakota, South Dakota and Virginia. 

4 North Carolina and Vermont. 

5 Oregon, Minnesota, New Hampshire, Tennessee and Bouta Carolina. 

° Alabama, Florida, Iowa, Indiana, Nevada, New Mexico and West Virginia. 
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bewildering. To the more obviously dangerous trades, as mining, 
smelting and railroading have been added others where the danger 
is not so apparent. This makes a classification on the basis of dan- 
gerous and non-dangerous very difficult in practice. There is, 
however, a line of development that has been followed in the main 
and which may be stated as follows: industries dangerous to life 
and limb; industries more obviously dangerous to health; industries 
which experts pronounce to be dangerous though not commonly 
understood to be so; employments related to public utilities and so 
clothed with a peculiar public interest; industries that from their 
very nature are continuous, the twenty-four-hour seven-day indus- 
tries; certain trades where organization is so thorough as to enable 
the unions to secure legislation; and, finally, industries more gen- 
erally, in connection with which scientific knowledge of fatigue is 
related to the issues of social welfare. Space does not permit these 
developments to be traced at length. The present status only may 
be described. 

The New York statute, as quoted above, has been adopted 
practically in its original form by several states among which are 
Pennsylvania, Illinois and Indiana. Still other states seek to 

define the working day in this indefinite way.” Seven of these 
stipulate ten hours instead of eight. As has been said, this legisla- 
tion has had no practical effect in establishing the length of the 
working day. Yet its potential influence should not be over- 
looked. As the movemert advances it will be easier to recognize 
these statutes and secure their amendment by attaching the “‘re- 
quire or permit” clause than it would be to enact new ones. 

The more effective legislation has been enacted in connection 
with dangerous trades. For work in mines thirteen states have 
established the eight-hour day. One other state (Maryland) has 
a ten-hour limit. Of these same states, eight extend the restriction 
to smelters as well. 

For railroads the legislation is much more complicated. The 
continuous service required, the division of the work into train 
operatives, station men, dispatchers, signal men and other branches 

7 California, Connecticut, Florida, Maine, Michigan, Minnesota, Missouri, 
Nebraska, New Hampshire, Ohio, Rhode Island and Wisconsin. 

8 Arizona, California, Colorado, Idaho, Missouri, Montana, Nevada, Okla- 
homa, Oregon, Pennsylvania, Utah, Washington and Wyoming. , 
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make the regulation of hours more difficult. For train men there 
is no definite length of day. The Adamson law is but an experiment 
and even that appears to establish a unit for the adjustment of 
wages rather than a definite working day. Practically all legislation 
governing hours of labor for train. men, therefore, establishes a 
maximum number of hours during which a train operative may be 
permitted to work without rest and furtaer establishes the number 
of hours of rest that must intervene before work is resumed. The 
-number of hours of labor allowed is usually sixteen. In Georgia 
‘and Florida, the number is set at thirteen; in Michigan, twenty- 
four, in Oregon, fcurteen. In some ceses eight hours and in others 
ten hours of rest are required after such a period of work. The 
number of states with this legislation is twenty-five. Michigan and 
New York establish a ten-hour limit within twelve consecutive 
hours. 

For telegraph and telephone operatives, dispatchers and signal 
men, the limit is eight hours in eight siates,® and nine hours in four 
states..° Exceptions allowing longer hcurs are sometimes made 
where stations are open only by day. 

On street railways the regulation is not so general. The Massa- 
chusetts law allows only nine hours of work to be performed within 
eleven consecutive hours for men operating street cars. Ten hours 

' within twelve is permitted in five states," and twelve hours in five 
others." 

Much more general is the establishment of the length of day 
in public works and in contract work done for the public. Hight 
hours is the legal limit in public employment in twenty-four states, 
three territories and under the jurisdiction of the United States. 
In nine of the states the limitation is embodied in the state consti- 
tution," while in the remaining fifteen it is statutory.4 With 

? Arkansas, Connecticut, Maryland, Nevada, New York, Texas, West Vir- 
ginia, Wisconsin. 

10 Missouri, Nebraska, North Carolina and Oregon. 

U Louisiana, Michigan, New York, Rhode Island and Washington. 

n California, Maryland, New Jersey, Pennsylvania and South Carolina. 

13 Arizona, California, Idaho, Monzana, New Mexico, Ohio, Oklahoma, Utah 
and Wyoming. i 

4 Colorado, Indiane, Kansas, Kentucky, Massechusetts, Minnesota, Nevada, 
New Jersey, New York, Oregon, Pennsylvania, Texas, Washington, West Vir- 
ginia and Wisconsin. , 
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narrower limits the restrictions obtain in three more states.5 The 
situation is the same for contract work done for the public, the 
only exception being that fewer states have embodied the provision 
in their state constitutions.” 

The list of restrictions in other industries is not altogether 
brief though no general policy appears to prevail among the several 
states. For drug clerks California, as a ‘measure of public health,” 
has specified ten hours a day or sixty hours a week of six consecu- 
tive calendar days. New York under the “require or permit” form 
of statute settles seventy hours a week with an overtime margin in 
any week for the purpose o? a shorter following week, the aggregate 
hours in any two weeks to be not more than 132, with one full day 
off in each two weeks. ; 

In bakeries, New Jersey establishes ten hours a day with 
privilege of longer time for the purpose of a shorter day at the end 
of the week, the total for the week being limited to sixty hours. 
Arizona puts an eight-hour limit on electric light and power plants. 
Nevada limits work in plaster and cement works to eight hours and 
Arizona the same for cement works. Grocery clerks in New York 
City have a seventy-hour week and an eleven-hour day except on 
Saturday. Work in coke ovens and blast furnaces has an eight- 
hour legal limit in Arizona and Colorado. Missouri establishes 
eight hours in plate glass works. Rolling and stamp mills are 
restricted to eight hours in Arizona, Colorado, Idaho and Wyoming. 
New York and New Jersey regulate time in air pressure tunnel work 
according to the density of the pressure; for example, when air 
pressure is between twenty-two and thirty pounds to the square’ 
inch, six hours is a day’s work to be divided into two three-hour 
periods with one hour between. Montana regulates irrigation work 
to eight hours, and telephone operatives to nine. Saw- and plan- 
ing-mills have a ten-hour day in Arkansas. In cotton and woolen 
mills Georgia and Maryland have established a ten-hour limit, 
subject to some compliceted details. Mississippi has a general 
ten-hour day for manufacturing establishments. It cannot be under- 
stood that all such regulations are actually effective. To what 
extent they are positively enforced cannot be so easily stated. 

% In Connecticut it is restricted to mechanics in state institutions; in Mary- 
land, to the city of Baltimore; and in Missouri, to cities of the second class. 
18 Arizona, Montana, New Mexico, Oklahoma, Ohio and Utah. 


84 Tun ANNALS OF THE ÅMERICAN ACADEMY 


By far the most interesting regulation of hcurs is the Oregon 
statute, now before the Supreme Court of the United States on the 
issue of its constitutionality. This law provides that no person 
shall be employed in any mill, factory or manufecturing establish- 
ment for more than ten hours in any one day, except watchmen and 
employes engaged in making necessary repairs or in case of emer- 
gency when life or property is in imminent danger. A three-hour 
overtime limit is permitted, in which case overtime pay must be 
at the rate of time-and-one-helf. In order to place this statute on 
a firmer basis than such laws have had in the pasi, the first section 
declares the specific purpose of the law: 


It is the public policy of the state of Oregon that ‘no pergon shall be hired 
nor permitted to work for wages under any conditions or terms for longer hours 


or days of service than 1s consistent with his health and physical well-being and - 


ability to promote the general welfare by his increasing usefulness as a healthy 
and intelligent citizen, It is hereby ceclared that the working of any person more 
than ten hours in one day in any mill, factory or manufacturing establishment is 
injurious to the physical health and well-beirg of such‘person and tends to pre- 
vent him from acquiring thet degree of intelligence that is necessary to make him 
a useful and desirable citizen of the state. 


To make a complete statement of hours of labor in the private 
industries of the country is quite impossible. The variation is 
certainly wide. The report of the United States Bureau of Labor 
Statistics on Union Scale of Wages and Hours of Labor (May, 1916, 
No. 194) gives much informetion that is doubtless typical. It 
covers trades and occupations of eleven different groups with 
information from forty-seven important industrial cities in all parts 
of the country and includes data from 676,571 union workmen. 
Reducing the facts to index numbers and stating them compara- 
tively, it appears that between 1907 and 1915 there was a decrease 
of 3 per cent in the full-time hours per week. As the latest date 
taken was May first, 1915, the change does not show the effects of 
the development of the last eighteen months. Thè decrease in the 
time since 1907 has been very gradual, remaining at 100 (index 
number) for the first two years, 99 for the next two years, 98 for 
the next three and 97 for the last two.” 

There can be no doubt that marked progress in the direction 
of a shorter day has been mace within the past year and a half, 


47 United States Bureau of Labor Statistics, Bulletin No. 194, p. 21. 
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A recent inquiry made by Miss Pickering estimates that over 
100,000 laborers have been put on an eight-hour day within the 
past two years.4 

It may fairly be assumed that the movement will continue 
unchecked for at least as long as the war continues. What will then 
happen can be but conjecture. Yet it cannot be supposed that the 
pronounced movement for a shorter work day is due solely to the 
war. Jt was clearly in evidence before the war began. It may 
receive a temporary check if the post-bellum conditions prove to 
be as disheartening as many would lead us to expect. It can be 
but temporary, however. The indications point quite clearly to 
that conclusion. “Sooner or later the eight-hour day will be uni- 
versal,” so many employers are quoted as saying. Many of these 
have demonstrated by actual trial that the eight-hour day increases 
output. Mr. Henry Ford is not alone in the conclusions that have 
been so widely quoted from him. 

Agitation will continue, accompanied by strikes if necessary 
as well as by more legislation. At a recent meeting of the Building 
Trades Department of the American Federation of Labor resolu- 
tions were introduced suggesting a six-hour day for all unions of 
building mechanics as a solution of the unemployment problem. 
The Metal Trades Department called for an eight-hour day in the 
ship-building industry. The Labor Center Association of New 
York is organizing a campaign for a universal eight-hour day, 
supplying liberal quantities of material for propaganda with the 
popular slogan: “For the Hight-Hour Day; a Movement Toward 
Justice.” 

The inevitable extension of the limitations on the hours of 
labor for women must have its effect on shortening hours for men 
also. Experience shows that this legislation “effects a correspond- 
ing reduction in the hours of labor for men in many establishments. 
in which both men and women are employed.’ 1 

In a more scientific spirit the subject is being studied in several 
fields. Inquiry is being made regarding laws governing the working 
time of hospital employes and nurses, and opinions are being 
gathered on the advantages of such laws. The results are to be 
presented at the next meeting of the American Hospital Associa- 

18 Survey, April 1, 1916, p. 5. 
9 Report, Massachusetts Statistics of Labor for 1915, Pt. VI, p. 42. 
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tion. In Massachuseits there is a recess legislative committee 
studying conditions o? labor in continuous or twenty-four-hour 
industries. At the request of a body of thirty-three manufacturers 
of Milwaukee, a careful investigation of the effects of the eight- 
hour day in the factores of the state of Wisconsin will be made. 
The United States Public Health Service will study the conditions 
of Wisconsin women workers tc determine proper hours of labor, 
and the Wisconsin Industrial Commission will act upon the sugges- 
tions made in the report. In the Report on National Vitality by . 
the Committee of One Hundred on Public Health, one of the 
“things which need to be done” is stated as fallows (page 128): 


“employers may greatly aid the health movement . . . . by 
providing . . . . physiological (generally shorter) hours of 
work, z 


The direction of ths. movement is unmistakable. It has not 
only the support of organized labor, of many reformers and public- 
spirited leaders; but many of ths more enlightened employers of 
labor find it possible to combine their ‘philanthropic inclinations 
with good business policy in shoriening the hours of labor in their 
establishments. It is beyond question true, as President Wilson 
has recently said: “The eight-hour day now undoubtedly has the 
sanction of the judgment of society in its favor.” To what extent 
the changes may be carried by law is a question that especially now 
is in the balance. Should the United States Supreme Court uphold 
the decision of the supreme court of Oregon in declaring the con- 
stitutionality of the Oregon statute above referred to, the way will 
be much easier for relating hours of labor to social welfare than it 
has hitherto been. If not, the wav will be more difficult; progress 
will be slower, but on the whole and in the long run none the less 
certain. ' 


MAXIMUM VS. MINIMUM HOUR LEGISLATION 


By Ricuarp A. Fuiss, 
Manager of the Clothcraft Shops, Cleveland. 


1. Public opinion is back of the movement to shorten hours 
and I am heartily in favor of this movement. A different view, 
however, should be taken in working this out from that which has 
been taken in the past. I believe that there are two distinct phases 
to th:s question: first, that hours should not be so long as to cause 
fatigue, and second, that when this length of hours has been reached, 
it is very desirable still further to shorten hours as a reward for 
efficiency. 

2. Generally speakirg, the desirability of the second has been 
confused with the first and has led to drastic and unintelligent 
legislation without consideration of the facts. In my opinion the 
scope of legislation should be strictly limited to the first proposi- 
tion. If such legislation is to be based upon facts, the result will 
not be an arbitrarily hard and fast limitation of an eight-hour day 
or a iorty-sight-hour week applied to all indiscriminately, regardless 
of ccnditions. 

3. If we are to consider the facts, the industry itself must be 
taken into consideration from every point of view. In other words, 
thera are conditions inherent in the nature of the industry that 
should govern the situetion. In some industries women are re- 
quired to perform hard manual work while standing in water or 
confined to work rooms that have to be especially heated to a very 
higk degree of temperature. It is apparent that the maximum 
limitation of hours in sich an industry should be vastly different 
from that in an industry having good wholesome surroundings and 
requiring only a minimum of physical effort. 

4. Moreover, in order that the great mass of workers in a 
scientific organization may work the minimum of hours, it is es- 
senzial that a few, whose business it is to prepare their work and 
whose actual efforts are generally semi-clerical and intermittently 
periormed, work a greater length of hours than would be considered 
a proper standard for the general working force. For example, it 
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will be generally conceded that the great mass of executive work of 
an organization requires a longar time for its performence than that 
of the general body of workers in the shop. Practical legislation 
must not only take this fact into consideration but must also pro- 
vide for the large amount of semi-executive work which is also es- 
sential in a well organized plant to insure against the usual delays 
and other obstacles in furnishing work to the worker. This does 
not mean that the principle of limitation of hours should not be 
applied to all. In fact it is just as essential to have the hours of 
office and bank clerks, household servants and others included in 
maximum hour legislation as those of any other class of work. I 
believe, however, that legislation should take into consideration 
all the facts and conditions and should not make any general pro- 
visions, rather making limitations dependent upon industry, occu- 
pation and other specific conditions. 

5. In the construction of legislation of this nature I wish partic- 
ularly to call attention to the desirability of having limitations set 
rather for the week than for the day. Limitations for the dayshould 
be of such a nature as to permit weekly limitations of hours to be 
used up in any five days in the week. Investigations are bringing 
us more and more to realize that cumulative rest periods at the end 
of the week are more valuable than shorter rest periods scattered 
through the week. We believe that further investigation will un- 
doubtedly prove that it is a most bereficial plan for workers to work 
somewhat longer periods during five days in the week in order to 
get two days of complete relaxation at the end of the week. It is 
our opinion that in the near future the ideal week for the worker will 
consist of five full days of work and two full days of rest. Unintelli- 
gent legislation is one of the greatest obstacles to this attainment. 

6. I wish particularly to call attention to the fect that the 
sphere of legislation should consist in setting maximum limitations. 
Very often the minimum or at least the actual standard desired is 
set up as the maximum, the practical result being quite different 
from that intended by those who support this kind of legislation. 
Naturally, the result is neither sound nor fair. 

7. In the vast majority of industries, and in fact in all industries 
involving consecutive or continuous manufacture, it ie absolutely 
essential that a small group of workers work a little more than nor- 
mal hours occasionally in order thai the remainder of the workers in 
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the business do not materially suffer. These extra hours of over- 
time, while sincerely deprecated by all, do not, however, become 
a burden, because in the ordinary course of things they are distrib- 
uted and occasionally fell on this group and occasionally on that 
group of workers. In its effect upon any one group it amounts to a 
very small fraction of time, but it is very essential to the rest of the 
organization and should be provided for by intelligent legislation. 
To provide for the abov2 practical contingency the maximum limi- 
tation of hours can be set somewhat higher than the actual effect 
desired. For example, if the maximum is fifty or fifty-two hours 
a week, the average rezular time in a factory will necessarily be 
about forty-eight hours or less. 
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Fig. I will show the chart of a typical day’s work in a scientifi- 
cally managed factory. This will illustrate the fact that, where 
work consists of a series of consecutive operations, the length of 
time worked by different operators varies considerably, and while 
in this instance there are a very few operators whose work covers a 
period of nine hours or a little over, the working time of the vast 
majority is considerably less. So the record for any week’s work in 
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the same factory would show a few operators working about fifty 
hours, while the actual hours of work average between forty-three 
and forty-four. 

Another way to meet contingencies of this kind is to have the 
law provide for a, standard working schedule to ba properly posted 
in every work room with a certain additional number of hours extra 
time permitted with certain other restrictions. There are of course 
many other ways for meeting this and similar contingencies which 
have to be faced in the practica working out of legislation of this 
kind. The chief thing to my mird in the working out of reasonable 
legislation should be the taking irto consideration cf facts and their 
results and a full real‘zation that the facts in each case should be the 
subject of scientific investigation by experts. That the opinion of 
experts is valuable goes without saying. That consideration of the 
subject from this point of view is practicable I need only refer to 
a recent paper of Professor Frederic S. Lee of Columbia University 
entitled “Is the Eight-hour Werking-day Rational?’ In this 
article Professor Lee speaks of a classification, on a physiological 
basis, of work and workers: 


Such a study is not impossible, and it would sfford the only 
basis for a rational and really intelligent solution of the problem. 
It would doubtless lead to the establishment of no rigid, but an 
elastic system in whick the work would be adapted to the worker, 
and the worker to the work. In one industry the duration of labor 
might be eight hours, in another it might be more or less than eight 
hours. So too, within a single industry one worker might labor 
longer than another. Such a soluticn could be made to satisfy both 
economic and social demands and lead to the maximum of individ- 
ual and national efficiency. 


1Read before the Section on Industrial Hygiene of the American Public 
Health Association, Cincinnati, October 25, 1916. Appearing in the November 
24, 1916, issue of Science. 


PROGRESS OF THE PUBLIC EMPLOYMENT 
BUREAUS 


Br Henry G. Hopas, 


Instructor, Municipal Adminstration, Western Reserve University, 
Cleveland, Ohio. 


Our annual crop of governors’ messages for 1915 brought forth 
from all points of the compass alarming conditions of unem- 
ployment.! During the winter of 1914-1915, mayors in all parts of 
the United States were appointing *‘ Unemployment Commissions” 
to enlighten the public on the actual conditions and to suggest the 
remedies. 

The most popular remedy that suggested itself to these citizen 
committees was the establishment of public free employment bu- 
reaus. Hence the avalanche of legislation that was rushed through 
state legislatures and city councils providing for these bureaus. 
There are, at the present time, public free employment bureaus in 
152 cities in the United States.2 These bureaus are operated under 
the auspices of city, state or nation, some cities being taken care of 
by more thanone agency. The federal government has been operat- 
ing for the past two yeecs, a system of labor exchanges through its 
eighteen distribution zanes. Twenty-three states are now conduct- 
ing more or less efficiznt systems of free employment bureaus.’ 
Four of these, viz., California, Iowa, New Jersey and Pennsylvania 
have taken over this function within the past eighteen months. 
The whole movement, so far as the states are concerned, had its 
beginning in the Chio law of 1890. No development of consequence 
was attempted until 1905. 


1 Note particularly those of Governor Hunt, Arizona; Governor Johnson, 
California; Governor Capper, Kansas; Governor Willis, Ohio; Governor. West, 
Oregon; and Governor Lister, Washington. 

2? Bulletin, United Stazss Bureau of Labor Statistics. Whole sine 192. 
May, 1916, pp. 144-5. 

3 California, Colorado, Connecticut, Illinois, Indiana, Iowa, Kansas, Ken- 
tucky, Maryland, Massachusetts, Michigan, Minnesota, Missouri, Nebraska, 
New Jersey, New York, Thio, Oklahoma, Pennsylvania, Rhode Island, South 
Dakota, West Virginia and Wisconsin. 
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The sudden death of those conditions which gave rise to the 
recent abnormal growth of the public free employment idea is the 
outstanding charazteristic of the past year. The Public Affairs 
Information Service, under date of November 10, 1916, observes, 
‘There were no references made in the messages of the governors 
with reference to public employment bureaus in 1916.” The man 
and the job have reversed positions; the latter is now on the hunt 
for the former. The federal branch at Buffalo, New York, reports 
“a great demand for labor of all kinds.” The inspector in charge 
of the New York City branch writes that “the demand for labor 
of all sorts is far in excess of the supply.” From the Iowa Bureau 
of Labor Statistics comes this statement: “During the past three 
months it has been impossible to supply the demand for laborers 
throughout the stat2, and the situation is a little worse just at this 
time as a great meny laborers are leaving for the farms to pick 
corn.”* Conditions are even worse in Ohio, where a Cleveland paper 
reports an influx o? 2,500 southern negroes to that city in ten 
months, attracted by a continually increasing wage scale. James 
P. Robbins, inspector in charge of the Philadelphia federal bureau, 
reported on October 14, 1916, that hə had “active opportunities 
right now for at least 5,000 miners and mine leborers,” and that 
“the demand for first class laborers at twenty-three cents an hour 
and upwards, is practically unlimited.” ` The New York State 
Bureau of Statistics and Information is responsible for the statement 
that between August, 1914 and August, 1916, the number of em- 
ployes in that state increased 22 per cent, while the increase in 
wages was 43.per cent.® 

In spite of these glittering possibilities from thestandpoint of the 
workman, the public employment bureaus have had some work, even 
in hunting for jobs. The director of employment in Kansas City, 
Missouri, was presented with a task of no mean proportions when 
the Third Missouri Regiment returned to that city, from the Mexi- 
can border. And so it goes;-general conditions have exceptions, and 
their oscillations are more or less regular. The employment bureau 


‘Letter, dated October 13, 1916, from J. C. Nietzel, Chief Clerk, Bureau of 
Labor Statistics. 

š Cleveland Plain Dealer, October 20, 1916. 

* The Bulletin Issued monthly by the New York State Industrial Commission. 
Vol. I, No. 12,;September, 1916, p. 19. 
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is one of the regulators that tends to keep the pendulum hovering 
about its lowest point. 

The first attitude of the large employer of labor, uninfluenced 
by the experience of actual dealings with the public employment 
bureau, is one of accord. The average “big” business man is, in 
principle, sympathetic with the basic idea of the public employment 
bureau, viz., direction of tae workman to a job, without compensa- 
tion. The director of the employment department of the Ford ` 
Motor Company, of Detroit, says: “It is against our policy, abso- 
lutely, to hire any man who hag to pay any one for a job, and our 
opinion is that we have better success otherwise.’’? The employ- 
ment manager for the Cleveland Hardware Company, a concern 
employing several thousand men, is of the same opinion.’ One of 
the largest employers in Buffalo, New York, suggests that he has 
“never employed a private agency, on the theory that a man whose 
services are at all desirable will go out and get his own job.”’ 

With the original attitude of the large employer so favorable 
to the principle upon which the public employment bureau is 
founded, how shall we account for so much of the subsequent dis- 
satisfaction that develops? Are these free bureaus performing the 
functions, within their sphere, with that degree of efficiency which 
we may reasonably expect? 

One method often employed for testing the efficiency of the 
public bureaus is the resort to statistics. How does the number 
of jobs filled this year compare with last? What is the relative 
cost to the state for each position filled? What is the proportion 
between the number of applicants for positions and those actually 
placed? Comparisons cf such results from year to year within a 
single state, between the bureaus of the various states, and between 
the several employes of a given bureau, are looked upon by many as 
criteria of progress. It is not so much the number of positions 
filled by the employment bureau as it is the satisfaction given both 
parties—employer and employe—by the transaction. This ele- 
ment of human satisfaction does not appear in the statistical bal- 


7In a letter to the writar, dated October 28, 1918. 

8 “Tt has always seemed to me that it is unfair for a man to have to pay a 
private employment bureau for a job, and I do believe that a free employment 
bureau would be a great benefit to the man coming to a strange city.”—F. G. 
Douglass, Manager, Employment Department, October 27, 1916. 
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ance sheet. The placement that cost the state ten cents may be 
worth ten dollars, in results accomplished, while the placement that 
cost only five cents may be actually valued at less than nothing. 

What are some of the complaints of the chief customers of the 

_ public bureau? 

The most usual cause for adverse criticism on the part of the 
business man in his dealings with public agencies, is the “political” 
element which seems to him to dominate. The present case is 
no exception to that rule. The Buffalo concern, previously referred 
to, agrees that “the most serious objection is that the offices are 
largely of a politica. nature, and even though the clerk in charge may 
be on the civil service list, he usually feels that he owes allegiance 
to some state politician.” Dr. H. C. Person, Director of the Tuck 
School of Dartmouch College,” a school whose business it is to train 
employment managers, informs me that the inquiries which he is 
continually receivirg, asking him to recommend graduates for em- 
ployment departments, invariably come from private concerns. 
Referring to the opportunities for their men in the public service, 
he said: “My feeling is that political conditions are so strong that 
there will not be much call for the men.” 

One business man, in noting that politicians are paid salaries 
rather than wages, explained that a salary is what you get, while 
a wage is what you earn. He further noted that wage-earners are 
not prolific among political appointees. An interesting fact is that 
most of the poor results in this field thet may be attributed to po- 
litical appointments are caused by the comparatively low salaries 
attached to the positions. The usual salary of $1,200 is not attract- 
ive to a qualified employment manager}? This figure eliminates 
him immediately from consideration. Usually the available ma- 
terial consists of either mediocre politicians or those ordinary 
mortals who are able to pass a low grade civil service examination 
where there is little competition. These men are very poorly 
equipped for their duties, with neither experience nor training. 
Added to this poor equipmert, the office often suffers from a kalei- 
doscopic personnel, thanks to political exigencies. The photo- 

° Consult 1916-1917 Bulletin, The Amos Tuck School of Administration and 
Finance, Hanover, New Hampshire, p. 31. 

10 The Colorado law, which is typical, provides a tenure of two years for the 


local superintendents, with a salary of $1,200. (Colorado Statutes, Seas. L, 1907, 
; P. 292.) 
Fa 
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graphic reproduction of a reply to an inquiry, from a $1,500 local 
superintendent, illustrates the point. 
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Photographic reproducticn of a letter received from the superintendent of 
a local public employment bureau. This letter was written in lead pencil. The 
man’s salary is $1,500. 


Mr. Chas. B. Barnes, Director of the New York State Bureau 
of Employment, states taat when he was visiting most of the public 
employment offices in th United States in the interest of the United 
States Industrial Relaticns Commission, he found “that the general 
conception of public employment offices was rather low. This led 
to the appointment of eny sort of man who needed to be paid for 
his political work.” 

Another explanation that the large employer gives for not 
making the public employment bureau his regular servant, is the 
contention that they supply, as a rule, only the lower grades of help. 
The John Wanamaker Store, Philadelphia, rarely uses the public 
bureau because they ‘‘do not include, to much of a degree, the needs 
of a retail merchandising establishment. Consequently the private 
agencies render more efficient service,’”!! i 


u Letter of October 27, 1916, P 
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This is one of the hardest things the efficient public agency has 
to combat. A number have been successful. The Los Angeles, 
California, report for 1915, contends that that bureau is ready to 
supply any kind of help. As proof it notes the placement of a 
court stenographer at ten dollars-a day, a vice-president and general 
manager at $250 per month, and a collector at $150 per month. 
The federal agent at Kansas City tells of his struggles to overcome 
the same “ prejudice.’ f 

Success in obtaining and developing the good opinion of the 
employer, without which tha office is foredoomed to failure, depends 
‘on the personality and calibre of the local superintendent. This 
feature must first of all be taken care of in the law providing for the 
bureau. After provision has been made for a practical civil service 
examination (written and oral), the law should provide for such 
funds as will permit attractive initial salaries, and possibilities for 
increases as the occasion warrants. The combination of a civil 
service test and an attractive salary is the surest way to ward off 
the unfit political appointee. One private agency in Detroit pays 
its manager sixteen dollars a day.“ What chance has the public 
bureau in that city to compete successfully against the skill and 
experience of such a private agency manager? 

In spite of these well known facts, many of our state systems 
are without proper finencial support. Some legislatures have 
actually passed laws establishing free bureaus without providing 
any funds at all. It is evident that in such cases petty politics 
were rife from the start, and it was probably fortunate that no 
appropriation was made. Several bills were introduced into the 
California, legislature before one was finally passed. The first one 
that passed the legislature was not signed because the state 
Bureau of Labor Statistics felt that the appropriation was inade- 
quate to carry on the work. After these many hold-ups California 
obtained an excellent bill and a fair appropriation. Maryland’s 
first act, in force until last year, granted $1,000 for the annual up- 
keep of the system. 

There are many cases in which the man in charge has had 
practically no experience at the work, but is actually interested 
and eager to master his subject. Several letters from superinten- 
dents conclude with the request to be furnished with any printed 

3 Bulletin No. 198, United States Bureau of Labor Statistica, p. 23. 
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matter of intereston the subject. The central offices, of the state and 
federal systems would do wall to make an active effort to keep their 
field men systematically supplied with appropriate literature and 
suggestions. The federal Bureau of Labor Statistics has made a 
beginning in this direction. The local men are probably not so 
much stimulated by periodical doses of comparative statistics as 
they would be by readable accounts, with results, of what their 
fellow workers are doing in various parts of the country. Statistics, 
although they may at times be stimulating, rarely awaken a vision, 
even in the trained mind 

There are many and varied developers of business known to the 
` private employment agercy. Some of their methods have been 
adopted by the public agencies, and in several cases carried to more 
advantageous conclusions. There is a general admission, on all 
sides, of the superior ability of the private agency solicitors when 
in competition with the public bureaus. Of course, the private 
agency has the advantage of being able to divide the spoils with the 
person who has final decision in placing workmen. But the fact - 
is that in most cases the public bureau makes no attempt at personal 
solicitation. Here, agair, funds are necessary. Many of the pub- 
lic agencies could not solicit through a representative if they wished 
to. 

Where personal visits are impossible the mail and phone have ` 
beer used to great advantage by the more progressive superinten- 
dents in going after new business. Mr. C. L. Keep, the federal 
agent at San Diego, California, has an attractive form letter that 
he addresses to everyone inserting a help wanted advertisement 
in the local papers. He reports a remarkable success for this de- 
vice. The letter is often saved by the employer for future reference. 

The use of interpreters in employment offices in certain sections 
of the country adds greatly to their popularity. It is one of the ` 
boasts of the Milwaukee, Wisconsin, office that its force represents 
a combined speaking knowledge of eighteen different languages. 

Publicity is one of the essential features of the successful office. 
The newspapers must be convinced of the mutual benefits to be 
derived from running daily free advertisements for the public 
bureau. Feature stories serve to keep the successful local bureau 
constantly before the public eye. Several public bureaus complain 
of lack of funds for newspaper advertising, while several others who 
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are most active in point of newspaper publicity point to the fact 
that they never pay for any of it. Much publicity is obtained 
through bulletins in post-offices and other public buildings. The 
Wisconsin offices send representatives to make brief addresses, 
covering the functions of the bureau, at county fairs and farm in- 
stitutes. In line with their general policy to “Boost Missouri” 
the bureaus of that state utilize the backs of letter heads and en- 
velopes to help advertise themselves. These suggestions represent 
only a few of the more important ways in which the progressive 
office obtains its publicity. 


FOR HIGH GRADE HELP 


WRITE, WIRE OR PHONE 
STATE FREE EMPLOYMENT OFFICES 


ST. LOUIS: 917a Pine Street Phones, Main 3184, Central 4953 


KANSAS CITY: 215 Sheidley Bldg., Phone, Main 4204 
ST. JOSEPH: 110 N. Seventh Street Phone, Main 14389 





Labor of All Kinds Furnished No Charge for the Service 


Mr. Charles B. Barnes, Director of the New York State bureaus, 
and probably one of the most efficient men in the service, has in- 
stituted many new features in the system of which he has charge. 
He makes it a rule to visit each branch office every month. These 
visits last from one to three days. The branch superintendents 
send to the general office, at the end of each mcnth, a ‘‘general 
letter” which discusses anything of interest to the director or to the 
superintendents of the other branches. Such features undoubtedly 
develop that esprit essential to a satisfactory service. 

Next in importance to adequate financial support, the word 
cooperation must certainly be the guiding star if the public employ- 
ment bureau is to be a considerable factor in relieving the stress of 
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labor problems. Codperation has to extend itself throughout every 
ramification of the service. It seems almost impossible that a 
federal employment agent could write in November, 1916: 


I heve had very little correspondence with other bureaus—in fact, they do 
not seer. to know how to codperate. The agent of the state-city bureau in 
called or. me once, but he did not impress me favorably in the least. He reminded 
me too much of his past deeds and accomplishments in a political way, and 
didn’t drop even a hint as to how our work could be bettered. 





Tais condition, however, should hardly be considered as typical. 
The Nebraska system, although it is far from being a leader in the 
general field, due to the meagreness of the appropriation, has 
achieved an excellent coöperation in its handling of harvest hands 
for the state. An annua. bulletin, issued in June, and prepared 
after a thorough survey of every county, deals with crop conditions 
and harvest field needs. This bulletin considers those needs in 
actual figures, based on tae estimates of the individual farmers. 
There may be coöperation in numberless ways. The women’s 
department of the Kansas City bureau has rallied the active support 
of the various alumnae societies in the city. The aid of rural post- 
masters is often used to advantage. These offices become, in effect, 
sub-bureaus. The public school system is directly interested in the 
vocazional guidance work undertaken by some of the older bureaus. 
The success of this phas> of the work varies directly with the in- 
tensity of the codperatior between the two organizations concerned. 
Codéperation among the various bureaus, municipal, state and 
national, is the final step in this program of coérdination and cen- 
tralization. We have many instances of the state and city working 
together in city-state bureaus. The paramount consideration in the 
establishment of the federal system was the providing of means for 
the proper distribution of labor over the country, asa whole. These 
federal bureaus are codperating, in a few particulars, with many 
of the state and city bureaus. In Los Angeles the federal bureau 
joined the city-state bureau to establish a city-state-federal bureau. 
The first advantage of such a union is the mail franking privilege 
which the federal representative brings to the office. In this par- 
ticular instance, the cormbination made it possible to send out two 
soLcitors with automobiles to visit the large employers. 
Codperation in this field is still in its infancy. It might be 
used, when more fully developed, to provide a uniform system of 
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reports and records. Records have value chiefly as they furnish 
means of comparison. The present method of multi-form records 
robs them of most of this value. An adequate uniform system of 
records throughout the country would furnish the basis for future 
progress in the management of the local office. 

Every time an organization of public empleyment bureau 
managers meets, it considers the possibility of eliminating the 
private bureau. This elimination was the subject of one of the 
five resolutions passed by the American Association of Public 
Employment Offices at its Indianapolis meeting, September 25, 
1914.% The evil practices of the private offices are limited only by 
the ingenuity of their managers.“ There is, we would venture, a 
large percentage of the private agencies operating on an open and 
business basis, and performing a very desirable function in the local- 
_ ity served. These agencies should not be legislated out of existence, 
it seems to me, until a satisfactory substitute is assured. The 
question to be decided in this connection is whether or not the public 
agencies have covered the field, and covered it successfully. When 
the answer to this question is a reasonable affirmative, the decent 
private agencies should be made to suffer for the sins of their less 
respectable brothers, and the system abolished. The constitutional” 
provision relating to the confiscation of property will not be over- 
looked by the vested interests in private agencies. 

The incontrovertible logic of the situation would tend to suggest 
that as the public agencies surpass the private in services rendered, 
the private will be weeded out by natural forces. Of course, there 
would be lingering instances of an unnatural existence where the 
private agency was in league with the employment agents of large 
companies, under an agreement to split the fees. But the experi- 
enced and efficient manager of the public bureau would soon find 
ways and means to undermine these personal deals. Few concerns 

are in business for the benefit of their employment agents. It is 
as unprofitable to the employer to pay wages to a continuous stream 

B “ Resolved, That this association go on record as favoring the elimination, as 
soon as possible, of all private employment agencies operating for e profit within 
the Umted States, and that it recommends to the consideration of the United 
States Commission on Industrial Relations and the various state legislatures 
legislation having this end in view.” 

“For an outline of some of these practices see an article by the author in 
The Annals of May, 1915. 
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of green men as it is profitable to the private agent. Broad powers 
of supervision and control (properly administered) of private agents 
is a reasonable protection until such time as they shall be eliminated 
by competition with the public bureaus. 

The public bureaus have not been altogether relieved, as yet, 
from the national suspicion of labor organizations. That original 
suspicion is spending its force as the public bureaus demonstrate 
their attitude, time after me, in cases where there are labor dis- 
putes. President Gompers, of the American Federation of Labor, 
writes me that the investigation of the public bureaus, ordered by 
the Executive Council of the Federation, has not been completed. 
While the public bureaus are investigating the conduct of the 
private agencies, they themselves are being subjected to a critical 
examination by our lead:ng national labor organization. 

In conclusion, it seems clearly evident that the usefulness and 
competence of the public bureaus have increased during the past 
two years. Most of the road is still/ahead, and the obstacles are 
many. The important sseps forward, after a fair civil service is 
provided for, will logically depend on a kind of round-robin, begin- 
ning and ending with the legislature. This body must be influenced, . 
in the first place, to vote enough funds to attract a competent and 
trained personnel. The righ salaries will tend to relieve the service 
of its burden of petty political workers. The efficient performance 
of the new personnel will win the confidence of the people—employ- 
ers and employes alike—and make inexpedient the subsequent use 
of the office for partisan politics, as was illustrated in the attempted 
dismissal .of Mr. Hennesey in Cleveland."* Finally, through the 

1 Kentucky and Nebras-a still present very poor examples of a state’s at- 
tempt to serve employer and mnemployed. Maryland has reorganized ite system, 
and made some improvement over last year—not a very difficult task. South 
Dakota’s system is almost warthless. Nebraska, on account of lack of funds, con- 
fines its efforts to assisting w.th the harvests. The new bureaus, established in 
Pennsylvania and California, are first class. 

38 Mr. Hennesey, formerly superintencent cf the Cleveland city-state office, 
rendered such service to his ety in the winter of 1914-1915 that he gamed a wide 
popularity, and distinction for efficiency. Being a state officer there was a strong 
intimation from Columbus ci his dismissal, shortly after the politics of the state 
admunistration changed in 1315. Immediately, there was such organized protest 
on the part of the people of C_eveland that all mention of a change in the city-state 
employment office ceased. Mr. Hennesey resigned, voluntarily, in 1916, to ac- 
cept the aecretaryship of the Cleveland Builders’ Exchange. 
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pressure of public opinion, those interested in the work will be able 
to induce the legislature to advance additional funds for further ex- 
pansion apd more intensive work. This plan represents the safest, 
and probably the ultimate method for eliminating the private 
agency and developing the functions of the public bureaus. While 
this method is disposing of the undesirable element among the pri- 
vate agencies, the municipal, state and federal officers in charge 
of such work can advance their own interests and those of the public 
by inducing the first class private agencies to become a part of the 
public system. 


A FEDERAL LABOR RESERVE BOARD FOR THE 
UNEMPLOYED 


OUTLINES OF A PLAN FOR ADMINISTERING THE REMEDIES 
FOR UNEMPLOYMENT 


By Wriziam M. LEISERSON, 
Professor of Political end Social Science, Toledo University. 


In dealing with unermployment the point has been reached 
where we must have adrainistrative machinery to put practical 
remedies into effect. The theoretical analysis of the problem is 
complete. The general nature of tae facts is well known, the 
evils are undisputed, the principal remedies have been logically 
deduced and their soundaess has been established. Says Sidney 
Webb, the London publicist who has given years of study to the 
subject of unemployment, “the problem is now soluble, theoretically 
at once, and practically as soon as we care to have it solved, ”! 

The remedies for unsmployment are not new. Napoleon in- 
structed his ministers to prosecute public works to keep labor em- 
ployed at home. Horacz Greeley advocated public employment 
bureaus in the New York Tribune more than sixty years ago. And 
labor unions have been paying out-of-work benefits for more than a 
quarter of a century. T=ese same measures—labor exchanges, un- 
employment insurance ard the prosecution of public works in times 
of depression—are the remedies advanced by all intelligent students 
of the subject today. 

Why then have we made so little progress toward putting these 
well-known remedies into effect? Why must the unemployed suffer 
every winter and why are we overwhelmed by the problem every 
ten or fifteen years? It would seem to be because we have given too 
little attention to the adrinistrative measures necessary to make the 
remedies for unemployment practical and effective. Legislators 
have hesitated to enact laws that contained no machinery to make 
the remedies work out successfully. Especially was this true after 


1 Preface to a Bibliography on Unemployment and the Unemployed prepared by 
F. Isabel Taylor, London, 1909, p. vii. Mr. Webb together with his wife Beatrice 
Webb played a most importent part in working out the comprehensive system of 
labor exchanges and unemployment insurance now in operation in Great Britain. 
103 
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several states had enacted employment office laws which failed to 
accomplish their purposes. 

When the British Royal Commission on the Poor Laws reported 
in 1909 that “it is now administratively possible . . . . to 
remedy most of the evils of unemployment, to the same extent, at 
least, as we have in the past century diminished the death rate 
from fever,” it had evailable plans for labor exchanges and un- 
employment insurance with the details of their administration well 
worked out. And it was not long after the commission reported 
that the plans were adopted by Patliament. In this country we 
have had many investigations of unemployment but the. reports have 
usually contained recommendations of a most general nature with 
little attention given to describing the administrative machinery 
necessary to put remedies into practical effect. 

When Congress undertakes to act on this most perplexing 
problem it will want to know not so much that labor exchanges, 
insurance, etc., are advocated to relieve distress from unemploy- 
ment, but rather just now these measures can be practically and 
successfully administered. In the hope of meeting the need for 
such information in part at least, we attempt to outline here the 
structure and organization of a national labor reserve board and to 
describe the manner in which such a board might apply the principles 
and administer the remedies which a century of investigation and 
analysis of unemployment has proved necessary and desirable. 


Way's Lasor Rusmeve Board? 


The first question that might well be asked is, “why should this 
administrative organization take the form of a labor reserve board? 
Is the labor market so analogous to the money market? Can the 
labor supply be contracted, expanded and shifted around in the 
country to meet varying needs, as money and credits can be? 

The answer is that, while the problems of the labor market are 
not exactly analogous to the problems of the money market, there 
is a fundamental similarity. Both are problems of irregularity of 
employment, the one of capital, the other of labor. The main reason 
for advocating a labor reserve board is that the Federal Reserve 
Board already in existence is an administrative machine created for 
the purpose of dealing with fluctuations, with varying, irregular de- 
mands for capital. The problem of unemployment is also a prob- 
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lem of fluctuations, of irregular demands. Although labor is es- 
sentially different from capital, and a labor reserve board may have 
to do quite different things from the financial reserve board, neyer- 
theless the administrative organization for dealing with irregular 
and fluctuating demands for labor will have to be similar to the 
organisation that deals with fluctuations for money and credits. 

To appreciate the comparison it must be understood that uñ- 
employment is not a problem of a superfluous army of workers be- 
yond the country’s needs. Every careful student of the subject 
has pointed out that the unemployed are a necessary labor reserve, 
irregularly employed and not permanently unemployed. The prog- 
ress of industry, improvements in machinery and methods, seasonal 
trades and the recurrence of prosperity and depression make this 
reserve necessary and inevitable. There could be no industry as we 
know it and no industrial progress without such a reserve, any more 
than there could be safety from fire if there were no firemen waiting 
for the call whenever it should come. And if we banished half of our 
wage-sarners today the other half would soon arrange itself in such a 
way that at any given time some would be working and others would 
be waiting—unemployed. These reserves, however, are temporarily, 
not permanently, out of work. At any given time the unemployed 
are but a sample of the reserves. The unemployed man, as one 
authority puts it, -is an industrial factor, not a parasite upon in- 
dustry.? 

Statistically this irregular employment is represented by the 
fluctuating line showing percentage of workers unemployed. “Can 
you see in your mind’s eye,” asks Mr. Paul Warburg, a member of 
the Federal Reserve Board, “the curve representing the fluctuations 
of our past interest rates? You will find it a wild, zigzag line rapidly 
moving up and down between more than one hundred per cent and 
one per cent. Teach the country to watch that curve in the future, 

2 The picture we commonly have in our minds about unemployment is the 
cartoonist’s caricature—a long line of hungry hoboes waiting for meals and lodg- 
ing— Our Standing Army.” But this does not accurately describe the problem. 
A truthful illustration is that recently published in a report on the Unemployed 
in Philadelphia (Steadying Employment, by J. H. Willits, Supplement to The 
Annals, May, 1916). This shows a revolving platform with working men being 


consiantly thrown off and jumping on again, and bearing the legend “The Indis- 
trial Roulette Wheel—Off Again—On Agsin—Fired Again.” 


106 THE ANNALS oF THE ÅMERICAN ACADEMY 
the straighter the line, the smaller its fluctuations, the greater will 
be the beneficient effects of our system.’ 

What is it, then, that the reserve board is doing? It is trying 
to regularize the employment of capital, to remove fluctuations and 
to make it more steady. Look at any chart showing the curve of 
employment and you will find a similar zigzag line fluctuating be- 
tween more than forty per cent unemployed and a minimum of 
about three per cent. The recurrence of busy and slack seasons in 
different industries and the industrial sycle of prosperity and depres- 
sion which show themselves in the employment curve are paralleled 
in charts published by the Monetary Commission showing fluctua- 
tions in interest rates. “And if we look to the conditions which the 
United States Monetary Commission found in the money market, 
we may see that the reasons given for tie creation of a money reserve 


board will also hold for a labor reserve board. 


Tua Monay MARKET 


The Monetary Commission 
reported as follows: 

1. We have no provision for 
the concentration of the cash 
reserves of the banks and for 
their mobilization and use where- 
ever needed in times of trouble. 
Experience has shown that the 
scattered cash reserves of our 
banks are inadequate for pur- 
poses of assistance or defense at 
such times. 

2. We lack means to insure 
such effective coöperation on the 
part of banks as is necessary to 
protect their own and the public 
interests in times of stress or 
crisis. There is no coöperation 
of any kind among banks outside 
the clearing house cities. While 
clearing house organizations of 


3 The Federal Reserve System. 


Toe Lasor MARKET 


Could not this be para- 
phrased to read? 

1. We have no provision for 
the concentration of the labor 
reserves of the various indus- 
tries, and for their mobilization 
and use wherever needed. Ex- 
perience has shown that the 
scattered labor reserves main- 
tained by each employer and each 
industry „make for duplication 
and unnecessarily large reserves. 

2. We lack means to insure 
such effective codperation of 
employers and employment agen- 
cies to protect the interests 
of the unemployed as well as of 
the public. There is no co- 
operetion of any kind among em- 
ployers or employment agencies 
except where the former main- 
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banks have been able to render 
valuable services within a kLmited 
sphere the leck of 
means to secure their codpera- 
tion or affiliation in broader 
fields makes it impossible to use 
these to prevent 
panics or to avert calamitous 
disturbances affecting the coun- 
try at large. 


3. We have no power to en- 
force the adoption of uniform 
standards with regard to 2apital, 
reserves, examinations, end the 
character and publicity of re- 
ports of all banks in different 
sections of the country. 


4. The narrow character of 
our discount market, ‘ 
results in sending the surplus 
money of allsections, . . . . 
to New York, where it is usually 
loaned out on call on stock ex- 
change securities, tending to 
promote dangerous speculation 
and inevitably leading to in- 
jurious disturbances to “eserves. 
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tain a blacklisting bureau and 
the latter get large enough fees 
to divide between several labor 
agents. While state labor de- 
partments have been able to 
render valuable services within 
a limited sphere where they have 


chad a central office for several 


public employment bureaus, the 
lack of means to secure their 
coöperation on a national scale . 
and the limited nature of their 
activities, make it impossible to 
use these to mitigate the effects 
of great industrial depressions. 

3. We have no power to en- 
force the adoption of uniform 
standards with regard torecords, 
methods of management, public- 
ity and reports of all employ- 
ment agencies public and private 
in different sections of the coun- 
try. 

4. The narrow character of 
our market for labor (depending 
on the connections which the 
individual worker can himself 
establish) results in sending the 
labor reserves of all sections to 
New York, Chicago and other 
very large industrial centers, 
where it is usually possible to 
pick up an odd job when regular 
employment fails. This tends 
to promote parasitic industries 
based on cheap labor and in- 
evitably leads to under-employ- 
ment and exploitation of the 
surplus labor reserves. 
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5. We have no effective agen- 
cy covering the entire country 
which affords necessary facili- 
ties for making domestic ex- 
changes between differant locali- 
ties and sections, or which can 
prevent disastrous disruption of 
all such exchanges in times of 
serious trouble. 

6. We have no instrumental- 
ity that can deal effectively with 
the broad questions which, from 
an international standpoint, af- 
fect the credit and status of the 
United States as one of the great 
financial powers of the world. 


7. Our system lacks an agen- 
cy whose influence can be made 
effective in securing greater uni- 
formity, steadiness and reason- 
ableness of rates of discount in 
all parts of the country. 
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5. We have no effective agen- 
cy covering the entire country 
which affords necessary facili- 
ties for directing our migratory 
workers to different localities 
and sections, or which can mobi- 
lize the public work of the coun- 
try to prevent disastrous indus- 
trial crises. 

6. We have no instrument- 
ality that can deal effectively 
with the industrial cycles of 
prcsperity and depression, in- 
ternational in their scope, the 
markets and labor demands of 
the United States as one of the 
great industrial nations of the 
world. 

7. Our system lacks an agen- 
cy whose influence can be made 
effective in securing greater uni- 
formity and steaciness of em- 
ployment, and reasonable rates 
of pay for labor in all parts of 
the country. 


There is the parallel so far as it can be drawn. Analysis of the 


labor market shows that labor reserves are made unnecessarily 
large and unemployment increased by each employer keeping a full 
reserve for himself. If provision were made for mobilizing the re- 
serves at central labor exchanges the same workers might be used by 
different employers and the total reserves could be reduced, just as 
banks connected with the federal reserve system now keep only a 
fifteen per cent cash reserve instead of twenty-five per cent required 
before the reserve board was established. Private labor agencies 
are uncontrolled when they operate across state lines. They scatter 
the labor reserves and exploit the unemployed, while the operations 
of public employment agencies are restricted to small areas and 
their influence limited. Industrial depressions are accentuated by 
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governments cutting off funds for public work in hard times, when 
an effective national agency might save from prosperous times part 
of the public work and mobilize all of it in hard times and use it to 
create demand for labor and thus offset the industrial depression. 


Wuat SHALL THE Lasor Reserve Boarn Do? 


We need no more investigating commissions to tell us that the 
first step in any program of dealing with unemployment must be to 
organize a national system of labor exchanges. Just as the first 
work of the Federal Reserve Board was to unite all the banks of the - 
country into one system, so the first duty of the Labor Reserve Board 
must be to organize all the employment offices of the country into 
one system of labor exchanges. 

But how to organize that national labor exchange system? 
What sort of a systern shall it be—and how administered? 

There has been much loose talk about the federal government 
establishing employment offices, like post offices, throughout the 
country, or making the post offices do the work of employment 
bureaus. No federal lator exchange system can be successful that 
ignores the existence of the state and municipal employment offices. 
There are now about ore hundred of them in more than half the 
states, and some of them have reached a high degree of efficiency and 
influence in their communities.‘ For the federal government to 
duplicate their work or to try to compete with them would seem 
most unwise. And codperation or dividing the field between local 
employment offices conducted by the United States government and 
others conducted by the states is out of the question until all offices 
have a common understanding of what their work and their methods 
should be, and are under the direction of one central agency. The 
Federal Reserve Board did not establish new local banks. It welded 
the existing banking institutions into one national organization, 
while yet allowing them much freedom to develop in their own ways. 
It is just that sort of a labor exchange system that must be con- 
structed out of the existing employment offices. 

The recognition of this has led many people to advocate “ clear- 
ing houses” for employment agencies to be established by the United 
States government without giving a definite idea of how such clearing 


‘Bee Monthly Review of the United States Bureau of Labor Slajstics and 
Bulletin No. 192. 
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houses would operate. There is no doubt that a labor exchange 
system will need district offices, similer-to the twelve federal reserve 
banks for the banking system. But these cannot be created, cannot 
have any real work to do until the local offices have been put under 
national control, their records and business methods standardized, 
their management made uniform. At the present time they vary 
so in their organization and methods that neither comparison nor 
coöperation among them is possible. 

To lay the foundations, therezore, and to create the EEEE 
tive machinery for a labor exchange system, the Federal Labor 
Reserve Board will establish a central bureau in Washington and 
build up a force of employes trained in methods óf organizing and 
managing employment offices, in devising and keeping records, in col- 
lecting and studying labor market statistics and in supervising the 
work of local,employment bureaus. With this force the federal 
board can aid states and cities in establishing employment bureaus. 
help in devising plans of organization for them, assist in installing 
uniform systems of reccrds and management, and supervise their 
work to maintain minimum standards of service and efficiency. 

As an inducement to state and city employment offices to join 
the national system, the Labor Reserve Bocard might give each local 
bureau a number as a branch of a United States labor exchange, and 
offer to each bureau which affiliated as a branch and adopted the 
minimum standards the franking privilege, for its postage, a privilege 
which is now enjoyed only by the, federal offices. Plans are now 
afoot for grants in aid of vocational education, road building and 
other matters of national concern. A Labor Reserve Board might 
recommend federal aid to the states to bring their employment ` 
bureaus up to a national standard of efficiency and to induce them 
to deal with unemployment in conformity with a national plan. 

Instead of establishing clearing houses with uncertain duties, 
the Federal Labor Reserve Board, if it is careful, will create district 
offices in different parts of the country for the purpose of licensing 
and regulating private labor agencies doing an interstate business. 
The purpose of this regulation should be to drive the dishonest agents 
out of business and to bring the rest under the control of the national 
labor exchange system until such time as the people decide to keep 
private individuals out of the employment business entirely. This 
regulation is an immediate need. There are probably close to 5,000 
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private labor agencies in the country. In the work of regulation the 
government officials would get the knowledge and experience neces- 
sary to conduct large-scale public labor exchanges, and when both 
the public and the private offices have been standardized and brought 
under national control, it would then be plain whether the District 
Offices could function ag clearing houses and just how they should 
do it. 

The essential duty of a system of labor exchanges is, of course, 
to distribute reliable information regarding labor supply and de- 
mand, and to connect the two as quickly.as possible. As a means 
of accomplishing this a Labor Market Bulletin of some kind is neces- 
sary. Such a bulletin must be designed to overcome the evils that 
now result from indiscriminate publicity given by newspapers. It 
is obvious that the genuineness of demands for labor must first be 
established, but even though the statements of demand are abso- 
lutely true, it is none the less mischievous to distribute them indis- 
criminately through the press or post office. Forty thousand men 
may really be needed in Kansas, but over 100,000 may respond to 
the call, unless the traveling in answer to the call is controlled by 
local employment offices. This has actually happened, and it is 
for this reason that the American Association of Public Employ- 
ment Offices has gone on ~ecord against the widespread distribution 
of labor market bulletins. 

Instead of such a scheme of widespread distribution, the 
Federal Labor Reserve Board will therefore issue a bulletin intended 
primarily for employment bureau officials, just as the Federal Re- 
serve Board Bulletin is intended primarily for bankers. From this 
abstracts will be made for newspapers, but never in such a way as to 
lead workers to travel to a distant place for work without making 
certain of an opening there by applying to the local branch of the 
labor exchange. 


OTHER Work or THE LABOR RESERVE BOARD 


There are other important administrative questions which need 
consideration. 

First among them is the policy of using public work to regularize 
the labor market. Here again the financial reserve board can offer 
an example to a labor reserve board. 
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The aim of the federal reserve system, to quote Mz Warburg again, must 


.j. . . beto keep this gigantic structure of loans and investments . . . . both 
from over-contracting, and, as well, from over-expanding so tkat, as the natural 
and inevitable result, it may not be forced to contract. . . . . Effectively 


to deal with the fluctuations of so gigantic a total is a vast undertaking. If the 
task is to be accomplished successfully, it carnot be by operations which are con- 
tinuous and of equal force at all times, but only by carrying out a very definite 
policy which will not oniy employ funds with vigor at cer‘ain times, but, with equal 
determination, will refuse to employ funds at others. . . . . To bring about 
stability of interest retes, . . . . judicious withholdirg, and in turn judicious 
employment by the Federel Reserve Banks, of their lending power A 
are necessary .* ` 


By such a policy of withholding and offering the Federal Re- 
serve Board, with a lending power of only $600,000,900, is able to 
steady and stabilize the operations of banks and trust companies 
with loans and investments amounting tc $18,000,000,000. 

How much our governments might do to keep the labor market 
from over-contracting and over-expanding by withholding public 
work in time of active labor demand and prosecuting such work 
vigorously in times of depression, we can only guess at until we 
have a Federal Labor Reserve Board to devise the plan of mobilizing 
the work of national, state and local governments and of judiciously 
withholding the prosecution of such work. In England it has been 
estimated that if 3 or 4 per cent of the public work were saved in 
prosperous years, to be used in years of depression, enough would 
be accumulated to make up the reduction in pay roll caused by the 
depression. How the government may “employ funds with vigor 
at certain times,” and “with determination . . . . refuse to 
employ funds at others” is a policy which can be successfully de- 
termined only by a permanent Labor Reserve Board. 

Second, the collesticn of information regardirg the opportuni- 
ties for self-employment in the United States, particularly on the 
land. The Labor Reserve Board must study anc devise methods 
and machinery for helping workers to acquire land on easy pay- 
ments, and for securing small homesteads in suburban districts for 
city workers. When the factory slows down let the wage-earner 
have a garden to work. It can be made to supplement his income 
considerably and may be one of the most effective remedies for 
unemployment, as Rowntree’s study in Belgium has shown. Mr. 


5 Federal Reserve Bulletin, March, 1916, p. 103. 
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Crosser’s bill (H. R. 11329) is a step in the right direction when it 
provides for unifying and narmonizing the duties and powers relating 
to distribution of labor and land settlement with a view to recom- 
mendations for further lezislation. But this as well as the work of 
the National Colonization Board which the bill proposes to create 
would be much better azcomplished by a Federal Labor Reserve 
Board that administers the fundamental machinery of the labor 
market, the labor exchanges. 

Third, the board must work to prevent trades and industries 
from becoming overcrowded, oversupplied with laborers. The 
industries and localities which are growing and in need of labor will 
be made known and warnings issued against the trades and places 
which are oversupplied with labor and where unemployment is 
most prevalent. This service will be connected with the schools 
to enable them to guide juvenile workers into promising employ- 
ments; and the immigration service also will be assisted in directing 
new workers into fields where their labor is needed and in preventing 
them from lowering stacdards by overcrowding trades. 

Finally the duty of the Labor Reserve Board must be to devise 
a method of administering unemployment insurance in this country, 
and to conduct such a system in connection with the public labor 
exchanges. Until this can be accomplished it will encourage and 
assist workers to insure themselves against unemployment, help 
trade unions to establish and extend out-of-work benefits and show 
public authorities how unemployment insurance can be practically 
conducted to relieve distress among the workers and encourage 
policies of prevention of unemployment among employers. 

It will be noted that aside from the conduct of employment 
bureaus the functions of the Labor Reserve Board are stated in the 
most general terms. The practical details of shifting public work, 
colonizing unsettled land, helping workers acquire homesteads and 
guiding young people and immigrants into desirable vocations re- 
quire further investigation before Congress can legislate. The law 
can create the labor-excaange machinery at once. For the rest the 
Labor Reserve Board will conduct a permanent laboratory and 
be the responsible authority for studying unemployment, devising 
remedies and making recommendations to Congress, just as the 
Reserve Board handles new problems in the money market. 


A 
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How rare Lasor Rusprve BOARD WILL BE ORGANIZED 


We can hardly hope that our government will do as it did with 
the money question, hire a board of fiva highly trained men and pay 
them each $12,000 a year to work out the problems of the labor 
market. At, least, not till labor is much more powerful in the 
councils of the nation than it is at present. 

A good beginning, however, can be made by making the 
Secretary of Labor,and the Commissioner of Labor Statistics ex- 
officio members of the Federal Labor Reserve Board, just as the 
Secretary of the Treasury and the Comptroller of the Currency are 
members of the financial reserve board. In addition the Secretary 
of Commerce, as representing the other side of the labor bargain, 
should be appointed and also the Secretary of Agriculture. To these 
can be added a Commissioner of Employment appointed by the 
President. The five men will then constitute the Federal Labor 
Reserve Board of which the Commissioner of Employment will be 
chairman. The relation of the board to the Department of Labor 
should be the same as that of the Federal Reserve Board to the 
Treasury Department, independent and free to experiment and 
strike out along new lines, but always in close connection with the 
department that handles all labor problems. 

As a beginning towerd building up the expert force a Director 
of Labor Exchanges should be appointed which later might be 
followed by a Director of Public Works, Director of Unemploy- 
ment Insurance, etc. When the organization is fully developed these 
officials might themselves be the Labor Reserve Board, but for a 
beginning the other form of organization would be sufficient. 

The Director of Labor Exchanges should be Secretary and 
chief responsible officer of the board. He should also act as Secre- 
tary of the Advisory Council, which must be an important part of 
any labor reserve system, the organization and functions of which 
we must now consider. 


ADVISORY COUNCIL 


No plan of dealing with unemployment can expect to succeed 
which does not recognize the conflict of interests between labor and 
capital. The neglect of this in the organization of our state employ- 
ment bureaus has been largely responsible for their ineffectiveness. 
If we do not recognize the struggle frankly and bring it out into the 
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open under public scrutiry, it will go on in the dark behind our 
backs, each side seeking to gain control of the labor reserve machin- 
ery to promote its own purposes. 

In the organization of the financial reserve board there were 
three interests to be considered. There were first the business men 
and the bankers; and the authorities representing the public con- 
stituted the third interest The Federal Reserve Act met the prob- 
lem of these conflicting :aterests by creating an Advisory Council 
composed of one member selected by the Director of each Federal 
Reserve Bank. These directors in turn were divided into three 
classes, one-third of them representing the banks in the reserve 
district, another third representing the business men, and the other 
third appointed by the Federal Reserve Board to represent the 
public. 

Similarly the Labor Reserve Board must have a federal Advi- 
sory Council to represent conflicting interests. The organized 
employers and the orgarczed workers of the country should each be 
called upon to nominate representatives, and the states and cities 
which conduct public employment bureaus might be given the same 
privilege. Three or five members from each of these interests ap- 
pointed by the President would constitute the Advisory Council to 
meet in Washington four times a year or oftener with the Labor 
Reserve Board just as the Advisory Council of the financial reserve 
system meets with its board. 

The council will advise and assist in all matters dealt with by the 
Labor Reserve Board. Questions of policy, proposed investigations 
and all rules and regulazions for the administration of the labor re- 
serve system would be submitted to this council. No rule or policy 
will be adopted until it has first been considered by the council. 
The board need not necessarily be bound by the action of the 
council, but the votes and the opinions of the interests represented 
should be recorded and made public, so that policies-which may be- 
come political questions can be kept in the open, decided by the 
people and by Congress, and not left to the manipulation of one 
side or the other. 

An additionel, most important function of the council would 
be to aid in the selection of the staff that is employed by the board. 
The staff, of course, will be in the classified civil service, but a prime 
qualification of the officials must be impartiality as between labor 
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and capital. Only such candidates should be placed on the eligible 
lists as have the confidence of the representatives of labor and capital 
on the Advisory Council. The ratings that these representatives 
give must be made a part of the examination, which necessarily will 
consist largely of oral interviews. 

This form of civil service is to be applied not only to subordinate 
employes, but to all officials of the labor reserve system including the 
Director of Labor Exchanges. These officers have no political 
policies to decide and should have a secure tenure of office so that 
they can make a career of the service and acquire the knowledge 
necessary to hendle the complicated problems with which they will 
have to deal. In recent years the classified service has been ex- 
tended with remarkable success to include very high grade positions, 
and the experience of states like Wisconsin and New Ycrk where the 
directors of the labor exchanges are in the classified service argues 
for the adoption of a similar plan in a federal employment system. 


CoNCLUSION 


' All these questions of administrative detail are important, 
because, as we noted at the beginning, we have reached the point 
in dealing with unemployment where the theoretical questions have 
been solved and the principles of practical administraticn must now 
be emphasized. This most important work has been flagrantly 
neglected by economists and social workers alike. We shall be 
years in getting anything like an adequate plan of dealing with un- 
employment unless we begin at once to study the detailed problems 
of administration and to train men who will be able effectively to 
administer the remedies. 

Back in 1892 and 1893 we had mass meetings of the unemployed, 
work-shops, soup houses, "committees of all kinds and hunger 
parades. Interest in unemployment was aroused in every city of 
the land. But what was left of it when the depression passed 
away? How much of the result could be used in the hard times 
of 1913 and 1914? Nothing permanent was created. And when 
the last crisis came along we had the same parades, the same com- 
mittees, work-shops and soup houses. Oh yes! And we added the 
“Hotels de Gink”’! 

And what have we as a result of all this last agitation? Only 
some improved and efficient public employment bureaus, in New 
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York, Ohio and Illinois. But the reason we have even these meager 
results is because some employment officials had seen how little 
they knew aboui running zheir bureaus and had organized a national 
association which worked out details for proper and successful ad- 
ministration of the bureaus. The agitation when harnessed to 
their practical plans brought some real results. But what else of 
permanent accomplishment for the future can we point to? Most 
of the steam went off ir the air—lost—because we hdd nothing 
definite which we could make drive. 

Let us create the machinery of a Federal Labor Reserve System 
now, and when the next wave of unemployment comes it may drive 
this machinery toward a solution of the problem. 


THE EXTENT OF TRADE UNIONISM 


By Lemo WOLMAN, 
University of Michigan. 


The quantitative analysis.of phenomena is assuming in the 
study of the science of economics a position of increasing importance. 
Recognition is at last, if grudgingly, being given to the fact that 
discussions of the influence of economic forces and tendencies are of 
great or of little value in proportion as there exists some numerical 
measure of the strength or extent of these forces. Particularly is 
this the case where the discussion is concerned with the intricate 
problem of tracing the influence of such an institution as modern 
trade unionism. A prerequisite to an intelligent study of the labor 
movement consists in an accurate statistical estimate of the extent 
and ramifications of the movement. While it is of course true that 
the influence of a movement is frequently out of all proportion to the 
numbers participating in it, as in the case of the Industrial Workers 
of the World, a knowledge of the statistics of increase and de- 
crease in membership will even in such & case throw considerable 
light upon the successive rise and decline in influence. 


I 


The problem of determining the extent of trade unionism in 
a country can be attacked first by registering the absolute member- 
ship of labor organizations and then by calculating the ratio of 
this membership to the industrial population of the country.! The 
first step, because of the present disorganization in the collection 
of this form of labor statistics in the United States, necessitates 
laborious compilation from a large number of scattered sources. 
Beyond this, although some slight difference of opjnion may exist 
as to the definition of a trade union and hence as to the statistical 
limits of the study, the problem is one of mere enumeration. With 
regard, however, to the calculation of the relative extent of trade 


1For a comprehensive discussion of this whole subject see the author's 
article on “The Extent of Labor Organization in the United States in 1910,” 
Quarterly Journal of Economics, May, 1916, p. 4&6. 7 
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unionism, the difficulties are many and real. If a trade union be 
defined as a voluntary organization of wage-carners, an accurate 
index of the numerical extent of the trade union movement would be 
the ratio of the total membership of trade unions to the wage-earning 
population. Unfortunately, no attempt is made in the census to 
distinguish a wage-earning class; and previous to the publication of 
the Census of Occupations of 1910, which contains a much more 
detailed analysis of the occupational distribution of the working 
population than can be found in any earlier census, not even a 
reliable estimate of the extent of a wage-earning class was feasible. 
With the material that is now available, however, it is possible, by 
making rough deductions of those groups included in the Census of 
Occupations of 1910 that are clearly comprised by members of the 
employing and salaried classes, to obtain a reasonably accurate 
basis for calculating the extent of trade unionism among the wage- 
earners of the United States. 

The total membership of trade unions in the United States in 
1910 was 2,116,317; in the same year the total number of persons 
gainfully engaged in industry in this country was 38,134,712. The. 
members of trade unions, therefore, constituted in the last census 
year 5.5 per cent of the industrial population of the United States. 
This percentage, however, appreciably underestimates the strength 
of the trade union movement because of the inclusion, in the aggre- 
gate of persofis “gainfully engaged” in industry, of members of the 
employing and salaried classes. By combining those groups in 
industry that are composed of members of the employing, salaried 
and fee-receiving classes, such as merchants, managers and clergy- 
men, & total for this grcup of 10,939,808 is obtained. Accordingly, 
the wage-earning class in 1910 can be said to have numbered 27,- 
194,904 persons; and of this number 7.7 per cent were members 
of labor organizations. Adherents of the labor movement would 
maintain that this last index, based upon a group that includes such 
wage-earners as agricultural laborers, domestic servants, and clerks, 
was still not fairly indicative of the actual strength and extent of 
trade unionism. They would use as a basis for the calculation of 
the percentage of organization that group of wage-earners which the 
modern trade union makes definite and sustained efforts to organize. 
Since no such efforts have been made, until the present at least, 
to organize agricultural laborers and domestic servants, because 


120 THE ANNALS OF THE AmpRicAn ACADEMY 


of their condition cf individual isolation, and because the social and 
economic status of such employes as clerks and stenographers pre- 
cludes any large extension in organization among that class of work- 
ers, it is contended that a fair estimate o? the extent of labor organiza- 
tion can be based cnly upon a group in which these classes are not 
included. Furthermore, practically every trade union has es- 
tablished an age limit below which it will not admit workmen in the 
industry into membership in the unicn. The average lower age 
limit for all trade unions mey be roughly stated at twenty years. 
When all persons engaged in industry as agricultural laborers, in 
domestic and personal service, in such occupations as stenographers 
and saleswomen, and also persons below the age of twenty be 
combined and the total for this group be deducted from the 27,000,- 
000 wage-earners in the United States in 1910, a resulting group of 
11,490,944 persons, who may be characterized as constituting a 
potential trade union membership, is obtained. And with this 
class as a basis, the degree of organizatior is found to be 18.4 per 
cent. Accordingly, the most conservative survey of the situation 
_ would indicate that in the United States in 1910, 92.3 per cent of 
the wage-earners were unorganized; whereas, the most liberal esti- 
mates would show that 81.6 per cent of those persons who are sus- 
ceptible of organization were without the trade union. 

The foregoing statement nust be qualified in one important re- 
spect. A large factcr in the relative extent of trade unionism is the 
territorial distributicn of the working force of the nation. The in- 
fluence upon the growth of labor organizations of the urbanization 
and concentration of industry is well known to every student of in- 
dustrial history. It is generally true that, where workmen live in 
thinly settled communities ard work in small establishments, the 
rise and growth of trade unions is long retarded. It is this condition 
that, to a great extent, explains the surprisingly low percentage of 
organization. Large numbers of carpenters and bricklayers, for 
example, are to be found in the rural sections of the country. 
Even though such workmen may constitute potential competitors 
of laborers in the urban districts, the union finds it not only difficult 
but also undesirable to organise them because of the expense of 
propaganda and of o-ganizaticn. If, therefore, it were possible to 
calculate the extent of organizetion among workmen living in cities 
of 10,000 population and over, zhe available data on the subject lead 
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one to believe that the percentage would be much higher than 
for the country as a whole.? 


II 


The trade union movement is naturally made up of relatively 
strong and relatively weak component parts. In some industries 
the unions have attained an absolutely and relatively large member- 
ship, while in others the degree of organization is so small as to be 
almost negligible. It would be desirable, therefore, to classify the 
various industries according to the strength of the organization, with 
a view to throwing some light upon the causes of low and high per- 
centages of organization. The absence of practically any organiza- 
tion among agricultural laborers, and among those employed in 
domestic and personal service and in clerical service has already 
been noted? The subsequent discussion will be limited to the 
mechanical and manufacturing, extractive, transportation and 
building industries. For the purposes of analysis the industries are 
classified into three groups. The first group is composed of the 
highly organized industr-es or those having an organization of over 
30 per cent; the second group contains those industries that are 
fairly organized and in which the extent of organization lies between 
15 and 30 per cent; the last group of poorly organized industries is 
comprised of those having an organization of less than 15 per cent. 
The following table presents the industries of the first group: 


Name of industry Number of persons Percentage organized 
in industry 
Breweries. cel eh aana i 55,413 88.8 
Marble and stone yards 6 ee ase 55,558 45 4 
Printing and bic Seals 249,456 34.3 
Glass factories..... Dari Sig Bcd S a 83,641 34 2 
Mining. - ces Shoe pease fed Sees 834,456 30 5 
tale eaaa Taane Oye 1,278,524 


Of the five industries included in this table, three are organized 
along occupational lines and two industrially. In the marble and 


2 George E. Barnett, ““T>ade Agreements and Industrial Education,” Bulletin 
No. 22, National Society for the Promotion of Industrial Education, p. 3. 

3 There were approxumatzly 6,000,000 agricultural laborers in the United States 
m 1910; only several hundrad were members of trade unions. Of the 5,265,818 
persons employed in domes:ic and personal service and as clerical workers, less 
than 2 per cert were organized. 
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stone yards, printing and bookbinding industry, and glass factories 
the ratio of the number of skilled to unskilled workingmen is com- 
paratively high; and the high degree of organization in these in- 
dustries is to be explained by the high vercentage of organization 
among the skilled workmen. In mines and breweries, however, 
although the relative amount of unskilled labor is somewhat greater 
than in the first three cases, the adoption of the industrial form of 
organization, together with other factors, has effected as high a 
degree of organization as where the ratio cf skilled workmen is some- 
what greater. The unusually high percentage in breweries is 
attributed to the effective use by the United Brewery Workmen of 
the boycott as an organizing device. 

In the next table are given those industries that show an organ- 
ization from 15 to 30 per cent:, 


Name of industry Number or persons Percentage organized 
in industry 
Cigar and tobacco... ... on... 170,904 27 3 
Potteries . 2. 2.2 we ee 26,369 21 9 
Transportation Lo meas ; 2,862,260 17 3 
Clothing. o e cecidi one wen is 608,892 16 9 
Building trades.. . a. 2 aa a 2,444,395 16 2 
Total vbeed eves’, 44 kate we 6,112,820 


The facts elicited in the discussion of the first table are for the 
most part confirmed by the evidence conteined in the second. De- 
fining an occupation in the broader sense as including closely re- 
lated forms of labor, it is not improper to state that the unions 
claiming jurisdiction over the various operatives in each of the fore- 
going industries are all trade or occupational unions. Furthermore, 
the ratio of unskilled to skilled workmen is appreciably higher in this 
than in the first group of industries. Whatever organization does 
exist is to be found in the main among the skilled workers. This is 
notably the case in the building and transportation industries where 
such skilled workmen as locomotive engineers and bricklayers are 
highly organized whereas the unskilled maintenance of way employes 
and building laborers are totally unorganized. In the clothing 
industry tbere is still roora for a considerable extension of organiza- 
tion even among the skilled or semi-skiled operatives; here, how- 
ever, the policy of the union and the changing character of the labor 
force in the industry have constituted serious obstacles to increased 
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organization. In the manufacture of cigars and tobacco, also, the 
problem has been not only one of organizing unskilled workers and 
of opening the union of the skilled to the unskilled, but the difficulty 
of organizing the latter has been greatly enhanced by effective op- 
position to unionism from zhe American Tobacco Company. 
The last table is composed of those industries that have an 
organization of less than 15 per cent: 


Name of industry Number of persons Percentage or- 
in industry ganized 
Leather . . 293,035 14 5 
Electric light ind Jaden, a8 23 252,883 14 3 
Lumber and furniture .. . . .. 597,174 10 7 
Iron and steel Peg 1,748,387 99 
Food and kindred products : 299,176 76 
Quarrying bí 85,919 73 
Metal oe. eao ar 320,041 47 
Textile ; . a 800,251 37 
Paper and pulp . .. eee 101,797 26 
Chemical and alhed industries a Ge 73,585 04 
Total ee” 38 bn aus 4,570,248 


The high correlation between skill and extent of organization 
is again the most striking feature of this table. Where trade . 
unionism is most extensive, the great bulk of trade unionists are 
skilled workmen. The iron and steel industry, for example, shows 
an organization of 9.9 per cent; but practically all of the organiza- 
tion exists among such sk-lled workmen as iron molders and pattern 
makers. The unskilled laborers in the steel mills, over whom the 
Amalgamated Association of Iron, Steel, and Tin Workers claims 
jurisdiction, have an orgenization of probably less than 2 per cent. 
The same situation exists in the leather, lumber, textile, paper and 
chemical industries. Another, and perhaps a more important, 
element responsible for the lack of organization in several of 
these industries is the concentration of ownership which places in 
the hands of the managers of the industry various means for 
combating the growth of organization. The persistent opposi- 
tion of the United States Steel Corporation, the International 
Paper Company, and of the American Woolen Company to trade 
unionism has been as potent a factor in hindering the organization 
of their employes as the presence in these industries of large numbers 
of unskilled laborers 
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The American labor movement, however, is almost completely, 
in the strict sense of the term, a trade union movement. Only in 
recent years has there been any palpable extension in the direction 
of industrial organization. The extent to which the industries of 
the country are organized does not for this reason indicate with the 
greatest accuracy the success of laber organizations in organizing 
those workers over whom the individual organizations claim jurisdic- 
tion—that is, those.wcrkingmen who are employed in well-defined 
and in, for the most part, skilled trades. The foregoing analysis 
should accordingly be supplemented by a survey of the extent of 
organization in the more important occupational or trade divisions 
of industry. Unfortunately, the available material does not permit 
of an exhaustive treatment, but it is possible to obtain a sufficient 
number of occupations to warrant guarded generalization. 

Excluding from the discussion those occupations in which there 
was no organization, of the thirty-three trades concerning which 
statistics were obtainable, five—railway conductors, electrotypers, 
brakemen, locomotive engineers, and stonecutters—were from 50 
per cent to 100 per cent organized. In the next group of occupa- 
tions, from 30 to 50 per cent organized, were brick masons, printers, 
locomotive firemen, mail carriers, molders, pattern makers, plaster- 
ers, potters, and woolsorters. The third and largest group, com- 
prised by trades from 15 to 30 per cent organized, included bakers, 
barbers, bartenders, bookbinders, carpenters, coopers, loomfixers, 
metal polishers, painters, plumbers, switchmen, tinsmiths and wood- 
carvers. And in the final class, with an organization of less than 15 
per cent, were blacksmiths, brickmakers, glove workers, al 
teamsters and waiters. 

In practically all occupations the percentage of organization is 
higher than in the various industrial divisions; and this is the nat- 
ural result of the occupational character of the typical American 
labor union. Where these organizations have expended the greatest 
efforts, they have met with the most signal success. Beyond this, 
however, differences in organization can as before be explained by 
the varying proportions in different industries and occupations of 
skilled and unskilled worxmen. 

A summary of the situation in 1910 would indicate that the small 
percentage of organization is due primarily to four factors: 1. The 
great bulk of the unorganized workers live in small towns and 
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rural districts where their inaccessibility and dispersion make organ- 
ization both difficult and, if not undesirable, at least not pressing. 
2. Of almost equal importance as a problem of organization is the 
unskilled worker. By reason of the large supply of unskilled labor 
and the ease with which it may be replaced, organization of the 
unskilled has, up to the present at least, made little progress. 
3. A somewhat greater success in organizing the unskilled laborers 
seems to have been attained by the use of the industrial form of 
organization than by the trade union. It should be noted, how- 
ever, that, although the majority of American unions are nominally 
occupational organizations, many are rapidly assuming the charac- 
ter of industrial unions. 4. Finally, the concentration of owner- 
ship, combined with a hostility to labor organizations, has 
constituted in most cases an insurmountable barrier to the labor 
organizer. 
Il 
Trade unionism has in thiscountry made little progress in organ- 
izing woman labor. The temporary character of the labor of women, 
their youth, and the fact that in the great majority of instances their 
wages are designed to supplement the family income have all con- 
stituted serious obstacles to their organization.‘ Accordingly, of the 
8,075,000 women “gainfnlly engaged’ in industry in the United 
States in 1910, 73,800 or only 0.9 per cent were members of labor 
organizations. And if deductions, similar to those made above, are 
made of those women engaged in employing and salaried positions, 
in agriculture, domestic and personal service, professional service, 
and as clerical workers, 2 residuum of 1,819,741 women, having an 
organization of only 4.1 ger cent, is obtained. In only one industry 
is there what might be considered a relatively high percentage of 
organization; of the 2,407 females employed in the liquor and 
beverage industries, from 20 to 30 per cent were members of the 
union. In the clothing industries, where the number of female 
workers is large, organization ranges from only 10 to 15 per cent. 
The same is true of the more important occupations in which there 
are large numbers of female employes. The highest percentage 
of organization in all occupations is among the bookbinders of whom 
t For an authoritative account of the characteristics of woman labor, see C. E. 


Persons, “Women’s Work and Wages in the United States,” Quarterly Journal of 
Economics, February, 1915, p. 201. 
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less than 20 per cent are organized. It is probable that since 1910 
the proportion of organized female labor has increased rapidly. In 
the period from 1910 to 1918, for instance, the female membership 
of American unions increased more rapidly than their total member- 
ship. One explanation for this disproportionate increase is, of course, 
to be ascribed to the small number of female unionists in the basic 
year of 1910. Itis still true, however, that a significant factor in the 
increase has been the organization of women in industries in which 
the trade union has for the first time secured a foothold among the 
female employes. 


IV 


Of perhaps greater interest and importance than the ascertain- 
ment of the extent of labor organization in any one year would be 
the determination of the relative growth of organization over a long 
period of years. In the only exhaustive study of the growth of 
labor organization in this country,’ Professor Barnett finds that 
from 1897 to 1914 the membership of American trade unions in- 
creased from 444,500 to 2,674,400; the maximum membership in 
this period being 2,701,000 in 1913. By using the method of in- 
terpolation, he calculated the industrial pcpulation in the years 1897 
and 1914. . With these as a basis, the 445,900 trade union members 
in 1897 were seen to constitute 1.66 per cent of the number of gain- 
fully occupied persons in that year; whereas, in 1914, the 2,674,400 
trade unionists constituted 6.28 per cent of the gainfully occupied. 
In the period under discussion, therefore, the trade unions showed a 
substantial relative as well as an absolute increase in membership. 
The relation between the growth in membership and the growth in 
the number of wage-earners can unfortunately be calculated for 
only the census years. Here, too, Professor Barnett has roughly 
calculated the wage-earning population in the United States in 1900 
and 1910; in the former year the trade union membership was four 
per cent of the number of wage-earners and in 1910 seven per cent 
of the wage-earners were members of labor organizations. 

In the period from 1910 to 1913, it is likely that the increase 
in the membership of unions kept pace with the increase in the 
number of wage-earners. The industrial depression in 1914 caused 


£ George E. Barnett, “Growth of Labor Organization in the United States, 
1897-1914,” Quarterly Journat of Economics, August, 1916. p. 780. 
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a significant decrease in membership. Since 1914 there bas proba- 
bly been a large absolute and relative growth of trade unions, due 
primarily to the great expansion in industry in this country fol- 
lowing the outbreak of the European War. It is well known that 
in times of industrial prcsperity and of sharp demand for labor, 
the growth of labor organization is rapid; in times of depression, 
on the other hand, membership either remains stationary or suffers 
a slight fall. During the last year or more, not only has there 
been an enormous industrial expansion and 2 consequent scarcity 
of labor, but this scarcity has been greatly accentuated by the 
unprecedented decrease in the volume of immigration. The net 
effect of these forces should be, first, a large increase in the abso- 
lute membership of labor unions and second, a corresponding in- 
crease in its growth relative to the increase in the number of 
wage-earners. That there has been in the last year a remarkable 
growth in the membershir of trade unions is evident from the facts 
contained in contemporary reports on trade unions; and that the 
second circumstance is keing effected, it is not, in the light of 
present conditions, unreasonable to assume. 


LABOR’S SHARE OF THE SOCIAL PRODUCT 


By Basin M. Mant.y, 
Washington, D. C., 


The threatened strike of the railroad brotherhoods came very 
near bringing the American people face to face with the fundamental 
problem of wealth distribution. Im all previous strikes of na- 
tional consequence the workers have come asking for a living wage 
or for the maintenance of an accustomed standard of living. But 
here were four hundred thousand men demanding noi a living wage 
but a larger share—what they termed their fair share—of the social 
~ product. They asked, it is true, to have their share partly in in- 
creased leisure and partly in higher wages, but none the less the 
demand was simple and unequivocal. 
kY To any observer in touch with the labor movement in the 
United States, there are unmistakable signs that in future the 
demands, not only of railroad employes, but of all classes of workers, 
will be pitched upon the same level. There will, of course, continue 
to be justification of demands on grounds of necessity, efficiency 
and ethics, but the predominant note will be a demand that labor 
shall have an ever increasing share of the social product,—of the 
newly created wealth of the nation. 

This demand will come not only from industrial workers, but 
from working farmers, whether tenants or owners. Whether it will 
tend to include all forms of service performed for salaries and wages, 
from top to bottom, is a question that it is idle to debate, although 
there are indications of a strong tendency toward this extension of 
the conception of labor, notably the unionization of actors and 
federal employes. With this shift in the basis of labor’s demands, 
it becomes of great practical as well as theoretical importance that 
the collection and analysis of information regarding the existing 
distribution of wealth and the study of past tendencies should pro- 
ceed as rapidly as possible. 5 

In the brief space of this paper I have no intention of entering 
into any extended discussion of the general facts regarding the’ 
present or past distribution of wealth. All that I shal attempt is to 
present a few figures relating directly to the steel industry, princi- ~ 
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pally as illustrative of methods of approach to the broader field. 
Other figures which I have collected indicate that the conclusions 
which may be drawn from these tables are typical of the entire 
field of corporate industry. 

During the last few years a vast amount of data relating to 
costs of production has beccme available. In their crude form these 
data are almost valueless as indicating labor’s share of the product. 
Usually they relate only t> a single process, and any conclusions 
drawn from them are almost certain to be misleading. But where 
they become sufficiently complete to permit a product to be fol- 
lowed through completely from the extractive process until a fin- 
ished form is reached, they become extremely valuable. 

This method may be called for convenience that of “cumulative 
labor costs.” It consists simply in following each product through 
all its stages from the extrection of the raw material to the creation 
of the finished product, adding each consecutive element of labor 
costs to those that have gone before, after making due allowance 
for the waste of material in each step. For example, in making 
woolen yarn the labor cost of raising, shearing, transporting, clean- 
ing, carding and spinning all the wool that goes into a unit of prod- 
uct and into waste must te calculated and not simply the amount 
represented by the weight of the finished yarn. 

In the accompanying table is shown the cumulative cost of all 
the labor that enters into the production of a ton of steel bars, 
known in the industry as “merchant” bars. This includes the labor 
of mining the ore and limestone, mining and coking the coal, trans- 
porting all three to the blast furnace, smelting the raw materials 
to form pig iron, converting the pig iron to steel ingots by means 
of the Bessemer process, rolling the ingots to form billets, and 
finally reheating the billets. and rolling them down to form merchant 
bars, Thisis the most elaborate process in the steel industry proper, 
but the total cost of all tha labor, involving several men altogether, 

.was only $9.40, or 35.3 per cent of the total integrated cost of pro- 
duction. At the time these costs were calculated merchant bars 
were selling for $34.75 a ton f. o. b. mills. Labor therefore received 
27 per cent of the total value of the product. In this connection it 
should be remembered that the steel corporation, to which these 
costs apply, does not buy any raw materials, but mines coal, ore 
and limestone on its own properties. 
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The capital employed in the steel corporation, represented by 
its stocks and bonds, does not get all of the difference between labor 
cost and selling price, for there are heavy costs for transportation, 
and materials for repairs and rebuilding which go to outsiders, 
although it may be remarked parenthetically that the same in- 
terests which control the steel corporation get the lion’s share of 
these “outside” costs. 

The group that is principally affected by the contest of labor 
for a larger share of the product are the common stockholders. 
Information regarding the actual distribution of the ownership of 
the common stock is therefore of the greatest interest. In the 
accompanying table are presented data which show not only the 
number of stockholders owning each number of shares of United 
States Steel common stack, but also the approximate amount of 
stock held by each group. ‘These figures relate to 1911, but the 
proportions hold true today. 


UNITED STATES STEEL CORPORATION 


DISTRIBUTION OF Common Srocxg, 1911 











Number of shares ba Eor Per cont Value of stock owned Per cent 
1 2,994 85 299,400 
2 2,083 5.9 417,200 
3 1,287 3.7 386,100 0.5 
4 604 1.7 241,600 
5 2,44) 89 1,220,000 
6 to 10 6,983 19 8 5,591,200 11 
11 to 25 6,393 18.1 11,518,200 23 
26 to 50 4,783 13.6 18,186,800 3.6 
51 to 100 3,473 99 26,085,000 5.2 
101 to 500 2,673 7.6 53,460,000 10.4 
501 to 1000 423 1.2 831,950,000 . 6.3 
1000 and over 1,068 3.0 358,945,000 70 6 - 
Total 36,230 100.0 508,302,500 100.0 











In considering this table it must be remembered that the steel 
corporation is always cited as the most conspicuous example of 
widely distributed stock. This wide distribution as a matter of fact 
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arises primarily from its policy of selling stock to its employes upon 
easy terms. 

The essential facta to be noted are that the holders of less than 
twenty-five shares ($2,500 par value) constituting approximately 
65 per cent of the total number of stockholders actually owned only 
4 per cent of the stock, while the 1,068 stockholders (less than 3 
per cent) with more than 1,000 shares owned 70.6 per cent of all the 
stock. ~ 

Essentially the same condition exisis in every American cor- 
poration. During the past year I have examined nearly 300 stock- 
holders’ lists and have found that taking them all together, —big 
companies and little companies, banks, railroads and industrialse— 
less than 2 per cent of the stockholders owning 1,000 shares or 
more hold more than half of the entire stock. 

It is this concentration of ownership in the hands of a small 
number of exceedingly wealthy people that will sharpen labor’s 
determination to increase its share of the product. Regardless of 
any theoretical conceptions of the proper distribution of wealth the 
struggle will be forced at least until this class, whose wealth is now 
very largely hereditary, has been shaken out of its position of 
control. f 


THE DOCTRINE THAT LABOR IS A COMMODITY 


Br Epwi E. Wirtz, 
Medison, Wisconsin. 


The first sentence of section 6 of the Clayton Act states that 
“the labor of a human being is not a commodity or article of com- 
merce.” This declaration is regarded by labor leaders as the 
magna charta of the wage-earners. It has been heralded as “the 
dawn of labor’s freedom from industrial feudalism and a state 
bordering upon industrial slavery.” 

This sentence was something of an afterthought. It was 
offered as an amendment on the floor of the Senate by Senator 
Cummins when the Clayton Act was up for passage. It was ac- 
cepted without so much as a roll-call, and was thought to represent 
merely a perfection of the phraseology of the section. 

No court has ever held that the labor of a human being is a 
commodity or article of commerce. In discussing his amendment 
Senator Cummins said: 

There are a great many opinions which contain discussions of the subject and 
which will be found to embrace £ course of reasoning which, if carried to its logical 
end, would put labor precisely waere you put a bale of cotton or a bushel of wheat; 
but these reasons have never found expression in any decision. It has never 


been so decided. I confess that I have shared the apprehension that some 
students of the subject have—that the courts may do that in the future.! 


It was to guard against possible future decisions to the effect 
that labor is a commodity that Senator Cummins offered his amend- 
ment, not to overthrow an established legal doctrine. 

On the contrary, there are many decisions which recognize the 
truth expressed in the Cummins amendment, that the producer 
is not a product, that labor and the laborer are inseparable. Even 
in the days of slavery, the labor of slaves was not in law a commod- 
ity.? And in construing anti-trust laws the courts have repeatedly 
held that a combination to increase wages or the reward for personal 
service is not a conspiracy in restraint of commerce.® 

1 Congressional Record, 63€ Cong., 2nd Sess., Vol. 51, Pt. 14, pp. 14018-19. 
219 Mo. 225 
3140 Ia. 182, 107 Minn. 506, 33 Mont. 179. 
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Organized labor’s insistence upon legislation like the Clayton 
Act was due principally to the Danbury hatters’ case. In this 
case, however, there was no suggestion that labor is a commodity. 
It was charged that the defendants had combined not to monopo- 
lize the market for hatters. but to prevent the plaintiffs from freely 
engaging in interstate commerce in hats. Similarly in all other 
cases in which the anti-trust laws were invoked in connection with 
labor disputes, the restraint complained of related to concrete 
material commodities, not to the labor of human beings. 

Organized labor so loidly acclaims the Clayton Act not be- 
cause of any doctrine thet labor is a commodity, but because 
there is a doctrine that ‘he right to do or continue business is 
property. Rightly or wrongly, its leaders believe that the Clayton 
Act, and particularly the Cumming amendment, secures all that 
the American Federation of Labor scught to gain by the anti- 
injunction bill which it long championed. This bill provided that 
federal courts should issu2 injunctions in connection with labor 
disputes only for the protection of property rights, and that 
no right to continue the relation »f employer and employe, or to assume or create 
such relation with any particular person or persons, or at all, or patronage or 
good-will in business, or buying or selling commodities of any particular kind or 
at any particular place, or at all, 
should in such cases be regarded as a property right. Such legisla- 
tion it was thought would make impossible the issuance of injunc- 
tions in labor disputes. 

This expectation was cot unwarranted. It is a debated ques- 
tion whether injunctions may be issued for purposes other than 
the protection of property tights, and numerous authorities can be 
cited both pro and con. Im cases growing out of labor disputes, 
however, interference with property rights has always been alleged. 
Occasionally interference with the physical property of the com- 
plainants was claimed, usvally only‘loss of expected profits. If 
such expectancies had not been regarded as property but few in- 
junctions could have been issued in connection with labor disputes. 

Such expectancies aris from the relations of manufacturers 
with their customers and with their employes. A firm which has 
established a reputation for fair dealing can reasonably count upon 
the continued patronage of its customers. If it has paid fair wages 


4208 U. 8. 274, 235 U. 8. 522. 


Is LABOR A COMMODITY? 135 


it likewise can look forward to retaining the services of most of its 
employes, and to securing other workmen as they are needed. 
These expectancies have market value; often they sell for more 
than the physical property. “Property is anything which has ex- 
changeable value’’®; hence, these expectancies are property. 

In cases involving unfair competition, similar expectancies 
are termed “good-will”; and everybody acknowledges that good- 
will should be treated as property. Technically good-will can be 
interfered with only through duplication or simulation, which never 
is involved in labor cases. But when a court intervenes to prevent 
the duplication or simulation of a trade name, a brand, or a product, 
it protects precisely the same expectancy of continued patronage 
upon which injunctions ir labor cases often are premised. What 
is called “good-will” in unfair competition cases, is included in 
“the right to do business or to continue business” so often spoken 
of in labor cases. But the latter right is somewhat broader. Like 
good-will, it relates to a fair opportunity in the commodity market; 
additionally, it guarantees free access to the labor market. 

The doctrine that the right to do or to continue business is 
property does not imply that labor isa commodity. Property rights 
are never absolute, and this property is peculiarly qualified. The 
courts recognize that workmen who are not bound by contract may 
quit their employment at any time, both individually and collec- 
tively. Though the emp-_oyer in consequence suffers loss of profits, 
he has no legal ground for complaint. But when some outsider 
maliciously interferes with the relations which he has established 
with his employes, or prevents him from procuring other workmen 
as he needs them, he can secure an injunction upon the plea that 
his property rights are being invaded. Similarly the expectancy 
of continued patronage is enforcible not against the customers with 
whom friendly relations have been established, but against mali- 
cious intermeddlers. The expectancies which grow out of estab- 
lished relations with customers and employes are property, not 
because such customers and employes are legally bound to continue 
these relations, but because they probably will do so, in the absence 
of unfair interference by outsiders. 

As an abstract proposition the doctrine that such expectancies 
are property cannot be criticized. Such expectancies are a reward 
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of honorable and fair dealing. They result from the expenditure of 
money and. effort, and should be regarded as “no legs intrinsically 
property than if the same amount of money had been invested in a 
stock of merchandise or in a city lot.’’”® 

The application of this doctrine in concrete cages, however, is 
subject to many valid criticisms. Undoubtedly it often has been 
misapplied. Many employers and not a few judges seem to think 
that all that is necessary to warrant the interposition of equity is to 
show that there is danger that profits will be reduced. Such a 
view loses sight of the qualified nature of the property rights in 
expectancies. The courts are not guarantors of private profits. 
If expectancies are destroyed as a consequence of the exercise by 
others of their lawful rights, no wrong has been committed. It 
follows that employes never should be prevented from quitting 
work, or from peaceably persuading the workmen who are secured 
to take their places to join in their strike, though the employer 
loses all his expected profits. Nor is there anything in the doctrine 
that the right to do or to continue business is property which for- 
bids workmen from collectively refusing to patronize an unfair 
employer. This doctrine compels no one to buy who wishes to 
discontinue his patronage. Nor does it compel every man to be a 
stranger in action to every other man. Yet this doctrine often has 
been held to forbid entirely peaceable efforts of workingmen to 
better their conditions. 

The courts, moreover, almost never seem to have inquired 
whether the expectancies claimed by employers were legitimate. 
The employers who have come to the courts for injunctions often 
have been those who pay the lowest wages. Can such employers 
be said to have any reasonable expectancy of retaining the services 
of their underpaid employes? Yet the courts often have forbidden 
all efforts on the part of labor unions to compel such employers to 
pay the same wages as their competitors. In these cases the courts 
have lent their aid to the maintenance of profits at the expense of 
decent conditions of toil. Surely, this is giving property a concept 
in which it is destructive of human rights. 

There is much confusion of thought as to the nature of the 
right to do or to continue business. Whenever an attempt is made 
to explain why this right is a property right, it properly is identified 

$78 8. E. 482, 
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with the expectancies which arise through fair dealing. But the 
courts also say that the “right to carry on business” is property, 
as is the “right to work.” Such expressions obscure the essential 
elements of investment and service. A claim of property in an 
expectancy should be recognized only when it has its basis in serv- 
ice of the public. 

The courts which do not take this view, as Senator Cummins 

suggests, “employ a course of reasoning which, if carried to its 
logical end,” would make labor a commodity. If the right of 
employers to carry on their business as they see fit is in fact an 
absolute property right, as some cases seem to hold,” then the 
laborer is helpless. What is most surprising, is that the courts 
which entertain such extzeme views try to justify their position 
upon the ground that it means placing labor upon an equality with 
property. They develop the thought that the laborer depends for 
his livelihood upon his labor, and that hence, it is necessary that his 
right to labor should be regarded as property. But it is significant 
that such reasoning nearly always occurs in cases in which em- 
ployers seek the aid of the courts in combating the demands of their 
employes. The right to work is termed “property” to make the 
conclusion appear logical, that employers have a property right 
‘in keeping down wages. Workingmen derive little or no benefit 
from the doctrine that the right to do or to continue business is 
property, nor from its corollary that the right to labor is property. 
The courts will not protect workingmen from being discharged. 
Though they lose all the profits which they expected from their em- 
ployment, they are without redress. 

In business law the limitations of property rights in expectan- 
cies have been worked cut more logically. Good-will, which, as 
has been noted, relates tc much the same expectancies as the right 
to do or to continue business, is never treated as an abstract right, 
and is always looked upon as a reward for good service. A monop- 
oly is recognized to have no good-will, precisely because the 
patronage it enjoys may be due solely to want of choice. Again, 
the qualified nature of this kind of property is emphasized in busi- 
ness law. When expected profits are lost as a result of fair com- 
petition, the courts nevez intervene. In labor cases, also, it is said 
that competition is a justification for interference with the ex- 
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pectancies of others; but the conclusion usually is that the defend- 
ants do not compete with the plaintiffs. Workingmen who have 
undertaken a strike are said to have no further interest in the con- 
ditions prevailing in the factories they abandoned; and labor unions 
are almost always regarded as malicious intermeddlers. 

‘Whether a legal doctrine should be retained, depends quite as 
much upon how it is applied as upon the conclusiveneass of its logic. 
Though the courts give good reasons why the expectancies, to which 
the right to do or to continue business relates, should be treated as- 
property, the uses to which this doctrine has been put are inde- 
fensible. The practical conclusions drawn from it have been al- 
together one-sided and grossly unjust. This explains the enthu- 
giasm of organized labor for the Clayton Act. It has come to look 
upon statements, that business is property, and that the right to 
labor is property, as equivalent to making labor a commodity; and, 
hence, it believes that the declaration that “the labor of a human 
being is not a commodity or article of commerce” is its magna 
charta. 

It is doubtful whether the courts will hold that this declaration 
sweeps away the doctrine that the right to do or to continue business 
is property. This doctrine does not rest upon the proposition that 
labor is a commodity. While some cases come quite, close to such 
a theory, it is expressed nowhere. It is worthy of note, also, that 
during the debates in Congress upon the Clayton Act it was given 
a much narrower meaning than the labor leaders give to it; and 
President Wilson, while this measure wes pending, stated that it 
would make no radical changes in labor law. Neither the President 
nor the members of Congress thought that it would prevent the 
use of injunctions in labor disputes, or that it would make impos- 
sible a repetition of the Danbury hatters’ case. 

It is to be hoped, however, that the Clayton Act will lead the 
courts to concede workingmen wider freedom to act collectively. 
This involves more adequate recognition of the qualified nature of 
the property rights in expectancies. The right to do or to continue 
business must be treated similarly to good-will in business law. 
Claims of expectancies must be tested as to their legitimacy; and 
it must be recognized that the mere loss of profits because of labor 
disputes is not sufficient to justify the intervention of the courts. 

There is little hope for progress, so long as the courts confine 
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their attention strictly to precedents and legal theories. Plausible 
explanations can be given for every doctrine which is met with in 
trade union law. But both the courts and their critics usually have 
failed to consider the practical results of the application of these 
doctrines. 

We have not yet heard the last of “the abuse of injunctions” 
and of “government by injunction.” No matter how the Clayton 
Act may be interpreted finally, injunctions surely will still be issued 
in connection with labor disputes for many years to come. Simi- 
larly, there still will be numerous damage suits growing out of 
labor disputes. Most cases which involve trade union law come 
up in the state courts; anc but few states have yet enacted legisla- 
tion similar to the Clayton Act. The “injunction question” is 
certain further to perplex both the courts and the legislatures. 
They will find little assistance toward a proper solution of this 
problem in purely legal discussions. The rights at stake have been 
threshed out until they sre threadbare. In the domain of rights 
almost everything depends upon the point of departure. If this 
is the right of workingman to refuse to work or to purchase, the 
conclusion is that the loss2s sustained in consequence of such actions 
by employers and merchents are incidental. If, on the other hand, 
the starting-point is the right of employers and of merchants to 
carry on their business <s they see fit, the workingmen’s conduct 
appears as an unwarranted invasion of property rights. The chief 
value of such discussion3 is to show how inconclusive is abstract 
legal reasoning in this field. 

The problems dealt with are economic in their nature, and 
should be considered from this point of view. What is needed 
most is information about the practical working of legal theories. 
Article after article has appeared relative to the doctrines which 
underlie the use of injunctions in labor disputes; but very little 
about how injunctions are secured, what they prohibit, how they 
are enforced, and wha; effect they have upon the outcome of 
strikes or boycotts. Is is questions like these which are vital. 
This is a time when the law governing controversies between labor 
and capital is being recast. If a satisfactory law is to evolve, the 
emphasis must be upon the facts of the present situation, rather 
than upon abstract reasoning. 


EVOLUTICN OF LEGAL REMEDIES AS A SUB- 
STITUTE FOR VIOLENCE AND STRIKES 


An historical argument leading up to the settlement of industrial disputes by 
judicial remedies, arbitrable tribunals and industrial commissions. 


By Henry WinTsRop BALLANTINE, 
Dean, College of Law, University of Ilinois. 


o 
INDUSTRIAL AND [INTERNATIONAL JUSTICÐ STILL IN A 
Prowative Stacn 


A barbarian may be supposed to be blissfully unconscious of his 
own barbarity. We regard ourselves as the product of a highly 
civilized age, yet we take complacently, and almost as a matter of 
course, many relice of barbarism, notably, public war and war prep- 
arations as a method of compelling respect for international rights, 
and private war end strikes as a method of asserting economic 
rights. Only a few centuries ago, our barbarous ancestors in Eng- 
land and on the continent of Europe employed private war as a 
normal method of settling all serious individual wrongs. The slow 
process of substituting-law in place of force and violence, which may 
be traced in the ancient history of Greece and Rome, and which oc- 
cured doubtless in still older civilizations, repeated itself almost 
independently in England, showing that some of the most ancient 
history may be found in comparatively modern times. 

It may prove instructive to trace the gradual evolution of 
judicial and extra-judicial remedies in a broad and rapid manner, as 
showing that the only hope of permanent peace is a complete ad- 
ministration of justice by judicial remedies. There is a most in- 
teresting analogy hare in the legal relations between the various 
nations and the legal relations between labor and capital. Interna- 
tional peace can only be established by a world reorganisation for 
international justice in courts; and industrial peace can only be 
firmly established by industrial tribunals for the impartial and 
speedy settlement of labor disputes and tha furnishing of adequate 
remedies for industcial wrongs, individual and collective. This 
argument would aim to prove that our economic system will have 
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to provide for economic justice, or pay in violence and bloodshed 
for injustice. 


Tue Brioop-Frup 


In the tenth and eleventh centuries, Englishmen lived mostly 
without law. In those lawless days, the state could furnish 
little protection to the individual, and on account of his personal 
insecurity, a man dared not separate from his kin and stand alone. 
The blood-feud, or vendetta, gave protection by ensuring speedy 
vengeance for injury. It is the state of enmity that results between 
the kindred or maegth cf a man who suffers injury and that of the 
injurer. The family or kin (‘‘maegth”’) is often called the “‘blood- 
feud group.” In Tacitus, we find that every man was bound to 
take up the enmities as well as the friendships of his father or 
kinsman. But already in Tacitus, as in the Anglo-Saxon laws, we 
find that injuries may be appeased by compositions of cattle or 
money.! 

COMPOSITIONS 


The system of compositions and wergelds is thus an outgrowth 
of the blood-feud. The kindred of the slain must demand pay- 
ment of the wer or prosecute the feud. The healsfang or first in- 
stallment of the wergeld was the symbol and price of the restoration 
of peace. In Alfred’s day, it became unlawful to begin a feud till 
an attempt had been made to exact the established price as amends. 

At the end of the Anglo-Saxon period, homicide and other of- 
fences had to be settled by compositions, if possible, except that 
killing was lawful and justifiable in the case of a thief caught in the 
act, and carrying away the stolen goods, or of an adulterer or out- 
law.? 

LIMITATIONS on Fuvup 


When a murder had been committed, the kindred of the ac- 
cused might first sweer him free, if he were innocent. If they were 
unable to do this and unwilling to pay the wergeld, they had to bear 
the feud. The Anglo-Saxon feud went on until a number of “ mur- 
derers or their nearest kindred, head for head” were killed equal 

1 Essays in Anglo-Saxon Law, p. 141; Pollock and Maitland, English Law, Vol. 
1, p. 46. 

1 Pollock and Maitland, English Law, Vol. 1, p. 81, 47; Essays in Anglo-Sazon 
Law, p. 144; Holdsworth History of English Law, p. 28, 34, 41. 
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in value to the “man-worth” of the murdered man. Six ceorls 
must die for one thegn. The feud was thus strictly limited in time 
and number, and did not (as is said to'be the case in Kentucky) go 
on for years till whcle families became extinct.? 

f. 


GROWTH OF PUBLIC ADMINISTRATION OF JUSTICH 


Slowly but steadily, the developing state wrests these rights of 
police and blood-feud from the hands of the maegth. The state 
* gradually assumes the public functions of protection and punish- 
ment. Though self-help, private redress, i3 tolerated by the Anglo- 
Saxon kings, it is limited as far as possible. The king is everywhere 
engaged in enforcing composition. The blood-feud is moderated 
by the system of “bots” to the injured and “wite” to the king for 
infractions of his “peace.” Private vengeance is restrained until 
public tribunals have passed judgment, and then if composition 
is refused, the kinsmen are the executioners. Finally the system 
of private vengeance and reprisals, which the Saxon kings were 
forced to tolerate, suecumbs to the firm hand of the Norman rulers. 
The king’s peace covers all; the public administration of justice 
supplants self-help and recourse to courts supersedes the recourse to 
physical force, which :s the instinctive methcd of redressing wrongs.‘ 


Survivats or NELF-HEBLP 


In many cases, we recognize that it is legitimate to exert lever- 
age and extort justice by withholding that which chance, strength, 
foresight or strategy has put in our possession. If aman owes you 
money, and funds of his come into your hands, you will probably 
retain what he owes you rather than trust him to voluntarily pay 
you what is due. Liens, or the right of detaining property of the 
debtor already in the hands of the creditor for services rendered 
thereon, are favored by the law. If you do not have funds of his 
already can you seize his money or cattle for yourself and keep them 
until he is compelled to do justice? Distress, or this power of 
seizing & man’s property extra-judicially in satisfaction of a de- 
mand, occupied a prominent place in early remedial law and is 
very ancient among all peoples. But for a man to be judge and 
executive officer in his own behalf is not to be endured. Distress 

? Essays in Anglo-Saxon Law, p. 145, 147. 
‘Pollock and Maitland, English Law, p. 45; Howard's King’s Peacs, p. 7. 
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is soon overloaded with formalities and confined to a few claims of 
great urgency. Until recently, however, a landlord, without suit 
or adjudication, could enter his tenant’s premises, seize his belong- 
ings, and hold and sell them for the rent, but this harsh and op- 
pressive remedy has practically become extirpated or transformed 
into the judicial process of attachment or execution. The extra- 
judicial has developed into the judicial distress. A court must 
authorize the taking and send an officer to do it. 

Self-defense, the defense of possession, the recaption of chattels, 
reéntry on land in the adverse possession of another, the abatement 
of nuisances, are the principal examples of extra-judicial remedies 
still >ermitted by the law under certain conditions, if employed 
without breach of the peace or unnecessary violence. A man may 
not kill or wound, however, merely in defense of his property. 


Srrizzes, Lockours AND Boyrcorrs 


Labor and capital ara still largely left to settle their controver- 
sies by primitive methods of self-help, such as strikes, boycotts and 
lockcuts, under certain limitations imposed by law as in other 
extra-judicial remedies. Just what these limitations shall be, is a 
matter of bitter dispute and litigation. These remedies are difficult 
to cantrol and go largely on the basis of brute force instead of 
reascn. They are still the ultimate appeal, in spite of their disas- 
trous consequences to the public and to all concerned. Working 
men have been largely left to extort such economic justice as they 
could by withholding -their labor, using this negative weapon 
against the weapon of starvation and lockout in the hands of 
the employer. 


SMALL LEGAL RECOGNITION or Economic RIGHTS 


Labor has been aided to some extent in recent years by legisla- 
tion as to employer’s liability and as to hours and conditions of 
laboz, but the enforcement of such laws has been very inadequate. 
It is only in legislation, in the public regulations of the statute book, 
not in the common law, that the economic and social responsibility 
of capitalists and employers finds expression. The courts, in 
formulating common law, have not recognized the sphere of eco- 
nomic rights. They have not undertaken the duty of asserting 
social and collective interests or building up a just social or 
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economic system. The rights of property, as worked out by com- 
mon law, are thus individualistic, not social or communal. The 
complex mechanism of capital and labor is the result of the play of 
unregulated individualism and self-help in the acquisition of private 
property. In New Zealand, Australia, Canada and in some of the 
European countries, some progress is being made in arbitration and 
industrial courts Lave been established which attempt to reconcile 
the conflicting interests of capital and labor on a basis of economic 
justice. 
SELF-PRESERVATION 

Where a working man is oppressed, when his legal and economic 
rights are denied and trampled under foct, he is placed face to face 
with the practical question “What to do?” Through cowardice, 
ignorance, or weakness, shall he endure the wrong? Shall he let his 
rights go trampled under foot bythe employer unpunished? Or shall 
he struggle and obtain better living conditions for himself, and his 
family, as best he may? The preservation of existence is the deepest 
instinct of every creature, and to tolerate injustice, as Von Ihering 
points out in his Struggle for Law, is utimately to forfeit existence. 
In the beginning, bloodshed and violence were necessary to redress 
wrongs, and the only security for pereon, property, or family, was 
to let other men know that they could not invade any of these rights 
without attack. Violence seems still the ultimate remedy of work- 
ing men so long as we have gross inequalities before the law. 


Praarary Dory or GOVERNMENT 


The state cannot expect individuals to refrain from the natural 
and instinctive exercise of private force for self-preservation and the 
redress of injuries, unless it supplies means to maintain their just 
rights and also of kringing wrongdoers to punishment. Unless the 
administration of Justice insures a reasonable degree of popular 
satisfaction and accuiescence, the private justice of mob lynchings, 
‘family feuds, the custom of carrying knives and revo:vers, violent 
strikes, syndicalism and sabotage and other manifestations of vio- . 
lence will ensue, which threaten the entire social system. Mankind 
universally approve of violence which is used to avenge and beat off 
injustice, if there be no other remedy. Without public justice, 
superior in power to all offenders, there can be no peace, safety, 
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sense of security, or mutual intercourse. To establish justice, to 
secure individuals and society in the enjoyment of their rights, is, 
next to external defense, the great duty of governments and the 
principal reason why they are instituted among men. 


GROWTH OF ADMINISTRATION OF JUSTICH 


The progress of society to a complete administration of justice 
has been slow and gradual, and it must probably continue to be so 
in the economic field. Ths principal stages in the establishment of 
judicial tribunals as a substitute for violence, self-help and private 
vengeance, seem to be, first, the furnishing of opportunity for 
voluntary acceptance and choice of peaceable arbitration, as in 
international relations, ard later, the making of submission of 
disputes to arbitration more and more compulsory. Naturally, 
the earliest wrongs to call for remedy, were the so-called trespasses, 
such as assault and battery, false imprisonment, and the seizing 
and carrying away of goods from another’s possession. Later, 
remedies are extended for lass tangible wrongs, such as defamation, 
slander and libel, and the non-performance of contracts. It comes 
to be recognized that it is the king’s duty and function to provide 
some sort of remedy in his courts for every substantial wrong or 
grievance. 

Usi Jus, Int REMEDIUM 


The most vital principls in the growth of law is that represented 
by the maxim Ubi jus, ibi remedium. That is, that a remedy must 
be given for the violation 2f every right, or, in other words, that 
every injury must have redress. As Chief Justice Holt said in the 
famous case of Ashby agairst White® where an election officer was 
sued for his refusal to permit a voter to vote, “It were a vain thing 
to imagine that there should be a right without a remedy, for want 
of right and want of remedy are convertibles.” As was said by 
Chief Justice Marshall, ir the great case of Marbury against 
Madison, 1 Cranch, 163, “The very essence of civil liberty consists 
in the right of every individual to claim the protection of the laws, 
whenever he receives an injury. One of the first duties of govern- 
ment is to afford that protection.” , ` 

5 Lord Raymond 938, 1 Smith Leading Cases, 342, 1 English*Ruling Cases, 
621. 
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A New Provincn ror Law 


- These labor controversies involve the interest of all the people 
in addition to the interest of the opposed forces of employes 
and employers. Has not the time now come for the recognition 
of a new province for law and a new set of remedies, and the sub- 

stitution of the p2aceful methods of arbitrations and commissions 
in place of the viclent redress of economic injuries? It is no doubt 
true that strikes cannot be entirely done away, and that a large 
measure of self-help must still be recognized in connection with 
industrial bargairing. But legal remedies must also be provided, 
at first largely of an optional nature. 

Under such a system, it may be justly demanded by public | 
opinion that employers and employes alike shall submit their 
wrongs and complaints to public tribunals and abide by their 
decrees. The intervention of an impartial tribunal will require 
the rational investigation and patient inquiry into the facts of the 
case. It will afford opportunity for thorough argumentation and 
calm weighing of zhe principles of right and justice to be applied. It 
represents the civilized appeal to reason, instead of the barbarous 
recourse to arms® -~ 

The public now stands aside and lets the parties to an industrial 
dispute fight it out according to the rules of the game. The state 
has neglected its duty to provide other means than strikes and self- 
help for settling these disputes. As Blackstone says in his Com- 
mentaries:” 


A third subordirate right of every Englishman is that of applying to the courts 
of justice for redress of injuries. Since the law is in England the supreme arbiter ` 
of every man’s life, liberty and property, courts of justice must at all times be 
open to the subject, and the law be duly administered therein. The emphat- 
ical words of magna charla, spoken in the pereon of the king, who in judgment 
of law (says Sir Edward Coke), is ever present and repeating them in all 
his courts, are these: nulli vendemus, nulli negabimus, aut diferemus rectum vel 
justitiam (to none will we sell, to none deny, to none delay either right or jus- 
tice): “and therefore every subject,” continues the same learned author, ‘for 
injury done to him in bonts, in terris, vel cersona (either in his goods, lands, or 
person), by any other subject, be he ecclesiastical or temporal, without any excep- 
tion, may take his remedy by the course of the iaw, and have justice and right for 


°H. B. Higgins. “A New Province for Lew and Order,’ 29 Harvard Law 
Review, 13. : 
7 Book 1, p. 141. 
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the injury done to him, freely without sale, fully without any denial, and speedily 
without delay.” 

In nearly all the states, the constitution declares that every person ought to 
have a certain remedy at law for ell injuries to the person, property, or character; 
and to obtain justice freely without being obliged to purchase it, completely and 
without denial, promptly and without delay.: 


The right to strike is, under our present industrial system, a 
necessary safeguard and remedy. It is as vain to hope for the total 
elimination of strikes or lockouts, as for the total elimination of the 
necessity of self-defense ard other forms of self-help. But this 
hostile, dangerous and wasteful method of enforcing demands ought 
to be used only as a last resort. If so, some earlier resort must be 
provided. Society is under an obligation to provide some alternative 
to this trial by battle, and to make some remedies available for the 
civilized appeal to reason, instead of the primitive recourse to arms. 
The aim should not ke to prevent strikes at all hazards, but to 
supply some prompt, competent and impartial tribunal whose 
decision will ordinarily make them unnecessary, and which will make 
the public a party to the collective bargaining process. 

As Blackstone points out,® “Judicial and extra-judicial remedies 
are always concurrent where the law allows an extra judicial remedy.” 

Therefore, though I may defend myself or my relations from external violence, 
I am yet afterwards entitled to an action of assault and battery; though I may 
retake my goods, if I have a fair and possible opportunity, this power of recaption 
does not debar me from my action of trover and detinue. I may either enter on 
the lands on which I have a rigkt to enter, or may demand possession by real 


action; I may either abate a nuisance by my own authority, or call upon the law to 
do it for me; I may detain for rent, or have an action of debt at my own option. 


The extra-judicial remedy is exceptional. The judicial remedy 
must be granted wherever a right is invaded. = 

It is not suggested that there should be an exact likeness between 
our law courts and commissions or boards for industrial matters. It 
is true that some industrial and economic rights are capable of 
definition and judicial enforcement, as, for example, workmen's 
compensation. One measure imperatively demanded is genuine 
enforcement of the laws which we now have and the effective recogni- 
tion of all rights, legal and constitutional. 


8 Stimson, Federal and State Statutes, Section 70. 
§ Book 3, p. 21. 
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But many cf the most serious questions which arise relate to 
continuing futurs relations between more or less indefinite parties 
and under various and changing conditions. Mediation and con- 
ciliation leading to a just agreement between the parties would seem 
to be ordinarily the principal remedy, as pointed out by Professor 
James H. Brewsier in an article in a recent number of the Michigan 
Law Review, entitled, “The Comparison of Some Methods of Con- 
cilation and Arbitration of Industrial Disputes.” 1 

As Professo> Brewster points out, under the so-called Erdman- 
Newman act, mediation and conciliation have proved more ad- 
vantageous and have been more often resorted to than arbitration. 
This is not a compulsory arbitration law. So under the Cana- 
dian Industrial Disputes Investigation Act, the first object is con- _ 
ciliation, and when arbitration is brought about, public opinion 
is the sole compelling force. Under the Canadian Act, investiga- 
tion with a view to amicable settlement of the dispute is the 
duty of the board. In fact, this investigation is compulsory, and 
while it is pending there is no suspension of the work. Investigation 
precedes the strikes or lockouts, instead of following it. Publicity 
follows investigstion, and then, as a last resort, the parties may ex- 
ercise their rights of strike, lockout, etc. This procedure affords an 
opportunity of justly determining disputes by reason, rather than 
by force alone. The chief purpose i3 to provide means of investiga- 
tion, discussion, conciliation and publicity and the settlements are 
in the form of agreements. 

Compulsory arbitration, at the present time, seems impracti- 
cable and undesirable. Recent amendments of the Compulsory 
Arbitration Law of New Zealand emphasize its conciliatory and 
voluntary features. At the present time, our employers fre- 
quently refuse even to negotiate with the workers and claim an 
absolute right to run their business in their own way, and with 
reference only to their own interests. Where the parties refuse 
either to bargair or to arbitrate, compulsory official investigation at 
the instance of one of the parties or of a public official, when public 
interest demands it, will afford opportunity for getting at the truth 
and for placing zhe influence of the public on the side of jystice. 

In this new system of courts or commissions, the object of the 
trials will be administrative inquiry and ascertainment of the truth, 

10 Michigan Lav Review, Vol. 18, p. 183, 
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rather than the mere preserving of the peace, by furnishing a 
modern form of trial by combat, conducted by highly paid legal 
champions. The remedy of the workers for their grievances will 
no longer lie exclusively in strikes, attended almost inevitably by 
force and violence, and tie law will no longer content itself with 
attempting to confine labor and capital to “ peaceable hostilities” in 
the fixing of wages, hours and working conditions on railroads 
and in other industries on which the public is dependent. 


THE ADVANTAGES AND DEFECTS OF COMPULSORY 
ARBITRATION 


By Franx T. Carton, 
Albion College, Albion, Michigan. 


In the discussion of a vital and important economic problem 
_ such as the one now under consideration, in order that the essential 
matters may be clearly set forth and that the reader may under- 
stand exactly what the writer is driving at, it is unfortunately 
necessary to give careful attention to the meaning of certain terms 
used. At the outset, consequently, the words “advantages and 
defects” need consideration. These two familiar terms are capable 
of rather exact and satisfactory definition when applied to an engi- 
neering policy or to a method used by the stock breeder or the 
market-gardener. But when the advantages or defects of a given 
economic or political policy are considered, new difficulties arise and 
unusual complications appear. What standard or yardstick can 
be used for the purpose of measuring advantage or defect? Theoret- 
ically, any economic cr political progrem should be deemed ad- 
vantageous or desirable when it promotes the welfare of society. 
But the man possessed of a knowledge-of practical affairs and of 
different types and classes of people immediately makes a further 
and pertinent inquiry. From what angle of vision is the welfare 
of society to be looked upon? Even the casual observer of indus- 
trial and labor problems must admit that what seems advantageous 
to an employer or a large stockholder in a big corporation often is 
urged as a defect by the employes of that company; and that which 
appears desirable to an outsider may be bitterly opposed by those 
on the inside. 

Therefore, in any discussion of the advantages and defects of a 
policy affecting the relations of labor and capital, it is quite essential 
that a preliminary statement be offered disclosing the point of view 
of the writer. In this consideration of arbitration, the following 
fundamental points are subscribed to: 1. It is desirable that Ameri- 
can wage-earners be organized into unions, and that these labor 
organizations be recognized and bargained with by the employers. 
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Our government should no longer assume the attitude of indifferent 
neutrality. The right of wage workers to organize without inter- 
ference on the part of employers should be given definite legal 
recognition, 2. A rising standard of living for American working- 
men is favored. 3. Peace in industry is held to be highly desirable 
unless obtained at the expense of the self-respect and the standard 
of living of the wage-earn2rs. Conclusions in regard to arbitration 
will doubtless be reached which cannot be acquiesced in by those 
who do not accept all or any one of these fundamental premises; 
and the reasoning used will certainly be condemned unless viewed 
in the light of these basic principles. 

Arbitration is an orderly form of procedure for the settlement 
of industrial disputes as to wages, hours of labor and other working 
conditions. As a consequence of its use, resort to such weapons as 
strikes, boycotts, lockouts or blacklists, is obviated. The court 
or board of arbitration should be composed wholly of persons who do 
not represent either the employers or the employes; or, if represen- 
tatives of the two opposing interests are given places on the board, 
the balance of power must be held by others. In short, the deci- 
sions of a board of arbitration are actually made by persons sup- 
posed to be neutral in thair sympathies and interests. Boards in 
which the balance of power does not rest with the neutrals or the 
representatives of the general public should not be designated as 
boards of arbitration. 

In regard to the subject matter considered, arbitration is of two 
general types: primary and secondary. The second form deals 
with disputes arising from the interpretation of the terms of a con- 
tract already entered into. Primary arbitration, on the other hand, 
is concerned with the determination of the conditions of employ- 
ment,—wages, hourg of _abor, etc. Again, arbitration may be 
voluntary or compulsory. If voluntary, the two parties agree to 
accept the findings of the board. If compulsory, the law provides 
for the reference of indus:rial disputes to the board, and provides 
penalties if the findings of the board are disregarded or if a 
strike or lockout takes place. Arbitration practically implies the 
recognition of some form of labor organization. This discussion 
will be limited to a consideration of compulsory. primary arbitration. 

The advantages of the policy of settling industrial disputes by 
means of arbitration are easily presented. Arbitration, successfully 
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employed, means peace in industry instead of war. It prevents 
strikes, lockouts and boycotts; and business activities may go for- 
“ward without danger of periodic interruption. The great losses 
from such interruptions are not incurred; and the friction between 
employers and employes incident to strikes, boycotts or even the 
more orderly processes of collective bargaining, is eliminated. A 
judicial or quasi-judicial determination of controverted points is 
substituted for the cruder and more direct appeal to the strength of 
organized labor on the one hand and of organized capital on the 
other. It may, with a reasonable degree of fitness, be compared with 
the substitution of court procedure for the feud and the duel. 

The defects of the policy of arbitration are more difficult of pres- 
entation. More subtle considerations are involved and the clash- 
ing of divergent interests and points of view come much more clearly 
into the foreground. 

1. The most serious defect in a system of compulsory arbitra- 
tion grows out of the absence of any definite and generally accepted 
standard for the determination of a wage rate. No theory of wages, 
now formulated, has satisfactorily stood the test of criticism and of 
practical application in the industrial world; and no board of arbi- 
tration has been eble fo present a scientific standard by means of 
which disputes as to wage rates may be authoritatively and ac- 
curately settled. Consequently, boards of ‘arbitration have as a 
rule compromised in fixing wage scales. When more than a mere 
compromise between opposing demands has been attempted, ar- 
bitrators have been influenced by a knowledge of what has been 
paid in the past in the industry under investigation, or what is now 
being paid in other shops and localities; or they have rested their 
decision upon the basis of the standard of living by them considered 
adequate for the wage workers concerned. The first alternative 
spells fixity, and will be further discussed under the head of the 
fourth defect. í 

The second method cannot be considered scientific so long as 
no definite concept of the standard of living exists. In fixing rail- 
way rates the Intarstate Commerce Commission has certain fairly 
definite items as points of departure, such as the actual investment, 
the depreciation, market rates of interest, the cost of operation. In 
the determination of a wage award, the standard of living is such 
an indefinite concept that difficulties arise which prevent any scien- 
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tific award. Some of th: problems are: What is the standard of 
living? Should it graduslly rise as the years go by? Should an 
allowance be made for the physical deterioration of the worker? 
Should an allowance be made for insurance against old age, sickness 
and accident? 

A recent dictum of the Ohio Industrial Commission throws an 
interesting sidelight upon the fundamental problems of a board of 
arbitration. “Exact industrial justice would not take into consider- 
ation the demands of the employes or the proposals of employers, 
but would be determined after a full investigation and inquiry into 
the cost of production, cos: of maintaining a satisfactory standard 
of living, distribution of profits, and all other such matters.” A 
brief study of this plan wil disclose numerous practical difficulties. 
What is a “satisfactory standard of living’? To whom is it satis- 
factory? Does cost of production include a fair profit? And what 
is a “fair profit”? From whose point of view is it fair? What 
would be the proper “distzibution of profits”? And, what of “all 
other such matters”? Since almost all industrial disputes directly 
or indirectly touch the question of wages, obviously, the first and 
foremost defect of arbitration offers almost unsurmountable ob- 
stacles in the present state of the science of economics. It will 
certainly be difficult to apply the much-discussed “rule of reason.’’ 

2. The substitution of arbitration for the strike, boycott or the 
trade agreement in the sett-ement of industrial disputes will tend to 
weaken organized labor or at least greatly to modify the form and 
programs of such organizations. The reason for this consequence 
is not difficult of discernment. Labor organizations have been 
formed to obtain by means of collective bargaining or militant activ- 
ities, higher wages, a shorter working day or some other improve- 
ment in working conditions. Unionists are loyal to the union and 
cheerfully pay dues only when they believe that the organization is 
a potent instrumentality to assist them in obtaining their demands. 
If arbitration becomes the azcepted method of determining the wage 
rate, the necessity for the union becomes less clear to the average 
unionist. The resort to arbitration will not stimulate self-reliance 
and self-assertion among the workers. Of course, from certain 
points of view this seems ar advantage rather than a defect. Ina 
_ personal letter, the editor of a well-known labor journal questions 
whether arbitration “has been of much practical value in giving 
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the workers those opportunities for self-assertion’” which are 
“necessary for their welfare if they are to take an active part in the 
determination of what their terms of employment and conditions 
of labor will be.” 

3. Arbitratior involves the intervention of a third party. The 
members of a board of arbitration who are supposed to be neutral 
and to represent the public, as a rule, are not familiar with the con- 
ditions in the industry. This fact adds to the difficulties in formu- 
lating a scientific judgment which will stand the test of rigorous 
criticism; and it Joes not inspire either side with confidence in 
boards of arbitration. Wage workers naturally hesitate to place 
the determination of matters which vitally touch their chief business 
in life in the hands of outsiders more or less ignorant of conditions 
in the industry and also of their point of view. 

4, The procedure of a board of arbitration resembles that of a 
court; it is judicial in its methods. Therefore, precedent plays a 
large part in the deliberation of a board of arbitration. Since labor 
is struggling upward toward a higher standard of living and toward 
higher social standards, labor organizations look with suspicion 
upon any institution or method of procedure in which precedent 
plays a considerakle rôle. Precedent for wage workers spells slavery, 
serfdom or low standards of living and social inferiority. Laboring 
men and women are struggling to get out of the “servant” class. 
They want to be recognized as “equals” of their employers and the 
managers of the Fusiness in which they are earning a living. Wage 
workers are eagerly looking forward to the day when labor as well 
as capital shall have a voice in determining the conditionsin industry, 
to the time when the representatives of the employes shall be ad- 
mitted to the m2etings of the boards of directors. Compulsory 
arbitration would seem to offer little opportunity to press forward 
along this line. 

Again, in case no definite legal principles can be invoked, the 
decisions of the board depend in no small measure upon the training, 
interests and idicsyncracies of the judge or umpire. It has been 
noted that no fundamental principles which are of general acceptance 
can be laid down for the guidance of boards of arbitration. Conse- 
quently, there is reascn for the assertion made by labor leaders that 
the decisions of boards of arbitration depend upon the personal bias 
and the preconce-ved notions of the arbitrators. In the event of the 
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adoption of compulsory arbitration in this country, the choice of 
arbitrators or of those offizials whose duty it would be to make such 
selection, would inevitably become a political issue. And, further, 
political considerations would become determining factors in the 
rigid or the flabby enforcement of the law. 

5. The decisions of a board of arbitration, particularly when ad- 
verse to the workers, are difficult of enforcement. It might involve 
the necessity of penalizing large numbers of citizens. 

6. Except in a few “asic or quasi-public industries, a law 
providing for compulsory arbitration would probably be held un- 
constitutional. 

An incidental weakness or defect of arbitration is due to the 
lack of a consistent policy for or against it on the part of both 
employers and wage workers. Neither employers nor employes 
at all times and under all circumstances take the same attitude 
toward arbitration. In some cases, unionists demand arbitration; 
again, they reject such proposals. Likewise, employers sometimes 
favor arbitration; and, again, they contemptuously reject it. Em- 
ployers usually stand for arzitration in industries when the unions 
are strong as in the railwsy industry. But in other industries 
where organized labor is weax or has been eliminated, the employers 
insist upon their right to run their business without interference. 

The United States Steel Corporation has not attracted much at- 
tention as an advocate of volintary or compulsory arbitration in its 
own plants; and the copper companies of northern Michigan are 
not well-known friends of these measures. Less than half a decade 
ago, the president of a New York City street railway company 
sternly informed the employes of the company that they were his 
servants and that he expected them to do his bidding. “Arbitration 
between my servants and me is impossible.” How different was 
the attitude of the steam railway presidents in 1916! On the other 
hand, the anthracite coal miners in 1902 were quite willing to arbi- 
trate their differences with the operators; but, in 1916, the railway 
brotherhoods rejected arbitration. The progress of compulsory 
arbitration in Australasia in recent years is partially due to “the 
demand of employers for protection against more powerful unions.”! 
But the first law passed in New Zealand in 1894, was favored by the 
union men of the island and opposed by the employers. 


1Commons and Andrews, Principles of Labor Legislation, p. 143. 
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No scheme for the adjustment of industrial disputes is without 
defects; but, in th2 opinion of the writer, the defects of compulsory 
arbitration outwe:gh its advantages. Nevertheless, in view of the 
rapid growth in numbers and importance of industries affected with 
unmistakable public interest, it seems quite probable that unless 
employers and organized labor can settle their differences by collect- 
ive bargaining and trade agreements or in some other manner not 
requiring resort to industrial warfare and chaos, compulsory arbitra- 
tion with its defects and its advantages or a system similar to that 
being tried in Canada, will be adopted as the legal remedy. In case 
of a great strike tying up, for example, a large railway system or the 
coal industry the demand for industrial peace will become so insistent 
that some legisletive remedy or palliative will be enacted. 

If this diagrosis of the situation be fairly accurate, the following 
conclusions may be offered. Associations of employers and unions 
of wage workers must face the welcome or unwelcome indications 
that if they cannot compromise their differences by collective 
bargaining and thus avoid industrial warfare, legal coercion will be 
used to adjust the matter according to the findings of boards in 
which the balance of power is held by men from the outside ap- 
pointed by puolic officials. The law court system of adjusting 
personal and group disputes and quarrels is by no means perfect; 
but very few individuals favor a return to the medieval system of 
settlement by personal combat and feudal warfare. If organizations 
of wage workers and of employers cannot bring about industrial 
peace, they must suffer the consequences whatever such conse- 
quences may ke. It is, however, by no means certain that compul- 
sory arbitraticn will achieve industrial peace. It has not in New 
Zealand or in New South Wales. Because of the political weakness 
of organized ls bor in the United States, the drafting and the enforce- 
ment of compulsory arbitration laws will doubtless, as a rule, be 
under the countrol of persons not recognized as friends of organized 
labor. Unde? such circumstances it may not be anticipated that 
this legislation will be very distasteful to the business interests of the 
nation. 


CANADIAN LEGISLATION CONCERNING INDUSTRIAL 
DISPUTES 


Wirs SPECIAL REFERENCE TO ton Disputes INVESTIGATION Act 


By F. A. ACLAND, 
Deputy Minister of Labor, Ottawa, Canada 


(Reprinted from The Canadian Law Times, March, 1916) 

Two statutes present themselves for consideration: (1) the 
Conciliation and Labour Act; and (2) the Industrial Disputes In- 
vestigation Act, 1907. The Conciliation and Labour Act contains the 
earliest Dominion legislation concerning industrial disputes. This 
statute, in its present form, is a consolidation dating from 1906 
of two earlier laws, the Conciliation Act and the Railway Disputes 
Act. 

The Conciliation Act was passed in 1900. It provided for the 
appointment of a Minister and Department of Labour with certain 
prescribed functions, and for the institution under the supervision 
of the minister of a system of conciliation boards for the adjustment 
of industrial disputes. The statute, in so far as it related to con- 
ciliation boards and industrial disputes, proceeded generally on the 
lines of an English act. It will be interesting to glance at the con- 
ditions in Great Britain producing the law which the Canadian act 
follows. 

Conciliation committees or boards have, for more than half a 
century, existed in mining and manufacturing districts of Great 
Britain, springing up quite naturally and unofficially for the ad- 
justment of the disputes necessarily growing out of an intense in- 
dustrialism. Selected persons represented the varied interests of a 
particular industry in a given district,—of textile working or coal 
mining, for instance, in Lancashire or Yorkshire. The boards 
assumed in time and in some cases & certain permanence of charac- 
ter, while the chairmanship acquired almost a semi-judicial aspect. 
When difficulty occurred in filling a chairmanship by agreement 
the disputing parties fell into the habit of requesting an appoint- 
ment by the government. The duty of making such appointments 
was vested in the Board of Trade, and gradually there was created 
a situation whereby the Board of Trade found itself in touch with 
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a group of expert adjusters whose suczess in the work entrusted to 
them depended or. their skill, tact anc known integrity rather than 
on any legal or formal authority. The element of legal compulsion 
was not a factor in the settlement o7 industrial disputes which came 
before these conciliation boards. 

The machinery of the boards was developed and improved as 
the years passed. The English Ccnciliation Act of 1896 confirmed 
and encouraged the system which had grown up. The work of the 
conciliation boards aided in the settlement of many trade disputes, 
and strikes or _ockcuts were prevented in these cases, but industrial 
unrest kept pace, perhaps more than kept pacs, with industrial 
development. Some trades did nct evail themselves of the methods 
of conciliation boards and there was in such cages little to hinder the 
rapid aggravation of small disputes into strikes or lockouts. In 
some cases also where the boards existed their best efforts were futile 
and the disputants resorted to the methods of the industrial battle- 
field. Disastrous and even terrible industrial conflicts recurred from 
time to time. The necessity of conciliation machinery increased as 
the question of irdustrial relations pressed more and more to the 
front. 

Calls on the British Board of Trade for expert adjusters, as- 
sessors, etc., in industrial disputes which the disputants could not 
settle directly, became more frejuent, and in 1908 the machinery 
relating to conciliation boards was further developed for the con- 
stitution of a Court of Arbitration. For the purpose of this Court 
three panels were formed: a chairman’s panel, an employers’ panel, 
and a labour panel. By virtue of this new agency, on the applica- 
tion of the >arties to an industzial dispute, a Court of Arbitration 
consisting of three or five memòers is nominated by the Board of 
Trade from tnese panels, the bowers of the Court corresponding 
generally with those which a Conciliation Board had possessed. 

Yet a further expansion in Great Britain of the conciliation 
system was the establishmept in 1911 of what was termed an 
Industrial Council, composed of representatives of employers and 
employes, with a Chief Industrial Commissioner; the Industrial 
Council was established “for the purpose of considering and of en- 
quiring into matters referred to tnem affecting trade disputes,” etc. 
Sir George Askwith, K.C., whc became chairman of the council, had 
been long a leading figure in the group of expert adjusters from 
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which the Board of Trade had been, on the request of the disputing 
parties, selecting chairmen of conciliation boards. 

It is of interest to note in passing that Sir George Askwith 
visited Canada in 1912 for the purpose of investigating the nature 
and operations of the Industrial Disputes Investigation Act, 1907, 
the Dominion statute which was now effective in these matters and 
the enactment of which by Great Britain was being urged in some 
quarters as a possible remedy for the disastrous industrial conflicts 
which then were distracting that country. Apart, however, from 
certain special legislation limited to the coal mining industry, and 
consequent on the national coal mining strike of 1912, no further 
legislation as to industrial disputes was enacted in Great Britain 
until the outbreak of the war, when a measure was passed not far 
removed in its general intent from that of the Dominion statute on 
which Sir George Askwith reported. 

Before leaving this aspect of the subject, it may be added that 
at the close of 1914, 300 conciliation boards or courts were in exist- 
ence in Great Britain; the same figure had obtained at the end of 
1913. British official reports show that, despite the efforts and 
influence of these numerous conciliation agencies, there were 1,497 
strikes or lockouts in Great Britain during 1913, with time losses 
of nearly twelve million working days; for the corresponding year 
in Canada the number of strikes was 113, with time losses of 1,287,- 
678 days. ; 

Let us return now to the Conciliation Act enacted by Canada 
in 1900. The statute was obviously designed to promote in Canada 
the establishment of conciliation boards on the lines of those found 
in Great Britain. The measure was destined to remain inoperative 
in so far as it concerned conciliation boards; no tribunals of this 
nature were established under its provisions. The act was not, 
however, fruitless in its bearing on industrial disputes. Officials 
of the newly established Department of Labour were required to 
follow closely the course of industrial disputes, not only for statis- 
tical purposes, but from the point of view of public welfare. Offers 
of mediation were made in serious disputes. The offers were fre- 
quently declined and intervention was possible only by consent of 
both disputants. Where mediation was accepted the department 
seems to have acquitted itself creditably and the Deputy Minister 
of Labour of that time (Mr. W. L. Mackenzie King) established some 
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reputation in the adjustment of.industrial disputes. Dominion 
officials had not previously made effarts in this direction. The 
work thus accomplished was of some value, but the facilities of the 
department were not large and no headway was, as we have seen, 
made in the development of the conciliation board system whereby 
local effort and influence might be scmetimes effectively utilized 
for the solution of a particular difficulty. 

In 1903 was enacted the Railway Disputes Act, a measure apply- 
ing, as ita name suggests, to disputes in industries affecting the rail- 
way service. The new statute invested the Minister with a limited 
power of compu'sion with respect to the establishment of concilia- 
tion boards. Where a dispute existed between a railway company 
and its employes, and either party to the dispute (or a municipality 
concerned therein) asked that the dispute might be referred to a 
board for adjustment, the act permitted the establishment of a 
board without requiring the consent of the other disputant. If, 
however, the establishment of a board was not requested, no board 
could be established, and in any event the statute placed no re- 
straint on the right to strike or lockout. This measure remained, 
on the whole, inactive, only one dispute being referred for adjust- 
ment under its provisions down to 1907, when it was practically 
displaced by new legislation. It is not impossible that the existence 
of the statute may have exerted sometimes on the parties to a dis- 
pute a silent pressure towards an amicable arrangement by direct 
negotiation, but on this point there is no record. 

In 1906 the two measures mentioned were corsolidated for the 
revised statutes of Canada and became known as the Conciliation 
and Labour Act. 

The year 1907 saw the enactment: of the Industrial Disputes 
Investigation Act, the scope of which is aptly indicated by its com- 
plete title, “An Act to aid in the prevention and settlement of 
strikes and lockouts in mines and industries connected with public 
utilities.” The new statute contains the first limitation placed by 
the Dominion Parliament on the right to engage in strikes or lock- 
outs, the limitation being confined to stated classes of labour. The 
process of dealing with a dispute entails its reference for attempted 
adjustment to a Board of Conciliation and Investigation formed on 
the lines of the ordinary board of arbitration, with a nominee from 
each of the disputants and a third member, the chairman, selected 
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if possible by joint agreement; failing a joint agreement as to the 
chairmanship, the chairman is named by the Minister of Labour. 
A strike or lockout in the industries indicated is unlawful, under 
penalty, until the dispute in question has gone before the board. 
The provisions of the Act have been recently extended to what 
may be broadly designated as war industries in all their branches, 
so that a lockout or strike in such industries prior to procedure 
under the statute becomes unlawful. 

It will be useful, before discussing the Dominion Act further, 
to look broadly at the conditions elsewhere as to legislation on this 
subject. The situation in the United Kingdom has been already 
outlined. In the United States, as in the case of Great Britain, the 
new Canadian law was made the subject of official inquiry. Dr. 
V. S. Clark, a skilled investigator, visited Canada in 1908 and again 
in 1909, with a view to ascertaining the adaptability of the statute 
to the requirements and conditions of the United States. Dr. 
Clark’s reports are valuable treatises on the statute and its aims 
and achievements, as at the time of enquiry. Similar enquiries into 
the Canadian Act have been made by various states of the union. 
The United States proceeded, however, on other lines, its efforts 
culminating in what is known as the Newlands Act of 1914, which 
created a Board of Mediation and Conciliation, designed, like the 
British Industrial Council, for the purpose of promoting industrial 
peace and not unlike the British Industrial Council in its general 
method of operation; the jurisdiction of the United States Board of 
Mediation is, however, severely limited, extending only to disputes 
involving employes of interstate railways. Like the British statute, 
the measure is permissive, not compulsory. The legislation of the 
states of the union, when it touches the subject of industrial dis- 
putes, has not gone beyond efforts at conciliation and the provi- 
sion in some cases of carefully devised machinery for that purpose. 

A concise statement as to the situation in continental Europe 
in these matters appears in a special report on legislation respecting 
industrial disputes issued a year or two ago by the Labour De- 
partment of the British Board of Trade: 

Amongst the foreign countries covered by this return, says the report, it will 
be observed that Europe there are nine, the statute books of which comprise 
legislation specially designed to avert strikes on the part of those employed in 
public utility services. While varying widely in range and stringency, these laws 
possess one characteristic in common: the workpeople to whom they relate are in 
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every case placed on a footing different from that cf the general body of industrial 
workers in respect to the right to engage in strikes, this right being either explicitly 
withheld or else subjected to specific limitations in its exercise. 

Of the nine countries referred to, five have enacted laws absalutely prohibit- 
ing workpeople employed in certain public utility services from engaging in strikes, 
These countries are Russia, Roumania, Holland, Belgium and Italy. In Russia 
and Roumania, the law covers the whole field of what may be termed public utility 
services, whether governmental or local. In Belgium, it applies to all parsons in 
the service of the state, including the railways, post office, telegraphs and tele- 
phones; in Italy, it applies to all persons in the service either of the state or of a 
tailway company, while in Holland, only those employed on main lines of the 
railway service are included. Three countries, vis., Spain, Portugal and the 
Ottoman Empire, have enacted laws applicable to all public utility services, and 
declaring concerted stoppages of work illegal, unless certain conditions have 
previously been fulfilled. In Spain, the conditions ere that notice of the strike or 
lockout shall have been given to the authorities, either eight days or five days 
beforehand, according to the nature of the undertaking, and that such notice be 
accompanied by a statement of the cause of the strike or lockout. The Portu- 
gueee law insists on twelve or eight days’ notice being given of the strike or lock- 
out, according to the nature of the undertaking, and requires that auch notice be . 
accompanied by a statement of the causes or objects of the strike or lockout. Un- 
der the same law,-all “officials, public servants, or those receiving salaries from 
the state” incur the penalty of dismissal, if they combine to suspend work. 

The last of the nine European countries that call for mention in this connec- 
tion is France, where the only persons employed in public services who insur 
legal penalties for participating in strikes are the engine-drivers, guards and 
brakeamen actually in charge of traing, and the outdoor staff of the postal service. 

While attempt to avert strikes and lockouts in public utility services by means 
of special lawa withholding or limiting the exercise of the right to strike are con- 
fined to the nine countries just enumerated, there ara two countrie—Germany 
and Austria—where, so far as the railway, postal and allied sarvices are con- 
cerned, the exercise of such a right on the part of the staff is rendered impossible 
in practice by the policy pursued by the authorities towards any manifestations 
of trade union activity among members of these services—e policy besed on the 
assumption that membership of & militant trade union is incompatible with loy- 
alty to the department and with the safety of the state. 


The British report contains a further paragraph showing that 
permanent courts of arbitration “equally representative of the 
interests of employers and of workpeople,’’ especially for the pro- 
motion of industrial peace, exist in Denmark and in the Swiss Canton 
of Géneva. 

There remain the British Dominions. Apart from the Do- 
minion laws now under consideration there is little to be said of 
Canada. In Ontario and Quebec there are laws providing ma- 
chinery for conciliation purposes: the machinery is but little used. 
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A more interesting statute is that of Nova Scotia, dating from 1890 
(amended 1900), which, applying to the coal mining industry only, 
forbids a strike or lockout where one of the disputants calls for a 
reference of the dispute to arbitration in the manner provided; 
where there is no request for arbitration there is no restraint on 
‘strike or lockout. 
South Africa needs but a word. In 1909 the Transvaal enacted 
a law adapted from the Canadian statute of 1907, and this measure 
is understood to have remained effective under the South African 
Union. 
In Australia and New Zealand the situation is more intricate. 

For twenty years the various Australasian States have shown ex- 
traordinary activity in legislation concerning industrial disputes. 
The writer of an Australian letter contributed so long ago as April 
14, 1909, to the Otago Witness, one of the leading journals of New 
Zealand, remarks: “The Commonwealth and States will in a few 
years be overlain with a web of industrial legislation and judicial 
decisions which will tax the brain of the future European should 
he endeavour to unravel it.” The period subsequent to the date 
of this comment has not been less fruitful than earlier years in in- 
dustrial legislation in Australia, and with this warning before us it 
will be perhaps wise to abstain from too close an inquiry into the 
subject. The independent and original character of much of this 
legislation is perhaps reflected in the view which finds expression 
in a report issued in July last by the Government of Victoria on 
" Anti-Strike Legislation”: 

The laws in parts of the world outside’ Australia, excepting perhaps Canada 
and South Africa, are of little use as a guide, from the fact that conditions from 
military and other points of view are so different. It is interesting to note that 
no two laws in Australia, nor, indeed (so far as I can find), in the world, have 
quite the same provisions against strikes and lockouts. This may be accounted 
for in part by the different conditions, but it also suggests that anti-strike law 
has not yet evolved; that it is in its elementary stage; and that each country, as it 
set about choosing its method, turned down every system already in existence 
and proceeded to set up a new one of itg own. 

At another point in his report the writer credits the Canadian 
Act of 1907 with having inspired not only the Transvaal Act of 
1909, as mentioned above, but also the Queensland Act of 1912 and 
the New Zealand Act of 1913, which, in what are perhaps their chief 
features, approximate to the Dominion measure. 
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Of the abundant industrial legislation of Australasia it may be 
said generally that while numerous statutes were enacted having 
as their chief aim tie elimination cf’ strikes and lockouts, and in 
many cases (as in New South Wales) expressly orohikiting them, 
under severe penalties, the sirike has by no means disappeared. 
The Statistician of the Commonwealth of Australia places the num- 
ber of strikes and lockouts for Australia for 1914 at 334, involving 
time losses of 942,000 working days. as against 44 disputes only, 
in the same year, for Canada, with its much larger population, the 
Canadian disputes entailing time losses of 430,000 days. The com- 
parison is yet more favourable to Canada if it is confined to the 
State of New South Wales, where alane, in 1914, she strikes num- 
bered 235, with time losses of 727,726 days. 

Just why the dominions and staces of the South Seas should 
have shown so much greater activity in this field of legislation than 
has been manifested >y the Cominicn and provinces cf Canada 
must remain a matter of interesting conjecture, but if the number 
of strikes and lockouts is a critarion of industrial unrest, then the 
figures quoted do not suggest that the comparative inactivity of 
Canada has brought a severe penalty. 

The Canadian statute of 1907 is then in agreement with the 
laws of several countries in two important respecta: (1) in being 
applicable to industries connected with publc utilities; (2) in de- 
claring that strikes and lockouts may not occur legally in these in- 
dustries until after efforts at adjustmen’ through official machinery 
have been made. In some countries, however, tie prohibition 
goes beyond that of the Dominicn law and is unconditional. The 
Dominion statute is exceptional in being applicable to the mining 
industry. 

It was in 1906 that 2 prolonged strike in the Galt coal mines of 
Lethbridge, Alberta, brought about a severe shortege of fuel in 
southern Alberta and southern Saskatchewan. The Prime Minis- 
ter of Saskatchewan, the province in, which perhaps the difficulties 
were most acute, asked zhe aid of the Dominion government and 
the then Deputy Minister of Labour, Mr. W. L. Mackenzie King, 
was despatched to the scene of the dispute, this actior being taken 
under the authority of the Conciliation and Labowr Act. The 
efforts of the Deputy Minister and the increasing evidence of 
the hardships threatening the public combined to bring about a 
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settlement and the threatened fuel famine was prevented. Official 
reports of the period show that the incident caused special 
consideration to be given to the subject of industrial disputes 
legislation with a view particularly to the prevention of strikes or 
lockouts of such a nature as to jeopardize the public safety. The 
classes of industry known generally as “public utilities” are, clearly, 
those with which the public interests are most intimately identified. 
The term “public utilities” is somewhat loose and its interpreta- 
tion varies in different countries. In New Zealand, for instance, 
bakers and slaughtermen (butchers) fall within the category, and 
from the point of view of the prairie provinces in 1907 there was 
much to be said for regarding the coal mining industry as a public 
utility. The interpretation clause of the Canadian act is of some 
assistance. The clause declares that ‘employer’? means “any 
person, company or corporation employing ten or more persons and 
owning or operating any mining property, agency of transportation 
or communication, or public service utility, including, except as 
hereinafter provided, railways, whether operated by steam, elec- 
tricity or other motive power, steamships, telegraph and telephone 
lines, gas, electric light, water and power works.” It was of course 
inevitable that coal mines also were brought in. The statute pro- 
hibits under penalty a strike or lockout in any of the industries in- 
dicated until after the dispute which is in question shall have been 
before the Board of Conciliation and Investigation, and it provides 
for the establishment of a Board of Conciliation and Investigation 
on the application of either party to a dispute. The composition of 
a beard was explained above. 

The act gives the board the requisite powers for taking evidence, 
etc. Proceedings are public or private as may seem expedient to 
the board. The department pays fees and traveling expenses of 
board members, witnesses, etc., and for necessary clerical work. If 
the board by conciliatory effort brings the disputants together and 
a working agreement results, the dispute manifestly is ended. If 
this is impossible the board is required to make findings and rec- 
ommendations showing how in its view a settlement should be 
made. Provision is made for a minority report. All reports are 
made public. The theory of the act is that the board’s findings, 
being based on what is presumed to have been a fair and impartial 
investigation, will bring an informed public opinion to bear on the 
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maliar which heve been in dispute, and that either of the dis- 
putants who is unreasonable in his attitude will thus be induced to 
yield a point and accept the recommendations of the board rather 
than fly in the face of a public opinion which might be expected to 
sustain the view of the board; acceptance of the findings, however, 
no matter how urgent the apparent advantage or necessity, is not 
legally compulsory. Once the board’s findings are made public 
the disputants, unless of course they have voluntarily bound them- 
selves before the board by agreement, are freed from the restraining 
effect of the statute and the threatened strike or lockout may pro- 
ceed. Penalties are named for those taking part in strikes or lock- 
outs contrary to the terms of the act, also for persons who incite, 
encourage or aid those taking part in such strikes or lockouts., 
Clause 57 of the act aims also at preventing changes in conditions 
with respect to wages or hours save by mutual consent or until the 
proposed changes have been before a board. Procedure under the 
statute is on simple lines, and in practice the effort has been to free 
the tribunal so far as possible from the formalism of courts of law. 
Section 4 provides for a Registrar, and on the passage of the act the 
Deputy Minister or Labour became by Order-in-Council Registrar 
of Boards of Conciliation and Investigation. On the constitution 
of a board the Registrar forwards to the chairman the necessary 
documents and instructions. Certain provisions oi the statute are 
intended to guard against the establishment of boards for trivial 
matters, and the practice and experience of the department are 
naturally of assistance to this end. 

The statute became law on March 22, 1907. It has been once 
amended (1909), but the amendments have affected only some de- 
tails of procedure. Statements of proceedings under the act show 
that down to the end of the fiscal year 1914-15 there had been 177 
disputes in which applications for boards of conciliation had been 

‘received. Boards were established in 158 cases. In the remaining 
19 cases adjustments of the disputes were effected, usually through 
the agency of the department, without the aid of a board, though 
in some cases not until after the procedura for a board was under 
way. The total number of employes affected by the 177 disputes 
is placed at 231,426. The railroading and coal mining industries 
have figured most largely before boards of conciliation; street rail- 
way employes and longshoremen have also called for many enquiries.‘ 
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In a great majority of the cases thus dealt with the strike or 
lockout whith threatened was averted, either by positive settlement 
or by expressed or tacit understanding. During the eight years 
ended March 31, 1915, there were 19 disputes, in which the threat- 
ened strike was not averted. In other words, in about 11 per cent 
of 177 disputes brought under the statute no sort of understanding 
could be arranged between the disputants, who proceeded accord- 
ingly, to the last resort of all disputahts, a trial of strength, which, 
the requirements of the law having been met, was no longer illegal. 
There are few lockouts in Canadian industrial life, and in the 19 
disputes which could not be adjusted the trial of strength involved 
in each case a strike. Enquiry into the outcome of the 19 strikes 
in question shows that in the majority of cases settlement was 
ultimately effected closely, if not wholly, on the lines recommended 
by the board. 

The annual appropriation for the purposes of the statute is 
about $25,000, and the amount has generally proved sufficient to 
meet the expenditures. 

A phase of the subject which should not be overlooked is that 
the machinery of the Industrial Disputes Investigation Act is set in 
motion by one or both of the disputants, or it remains still. A 
board gannot be established until an application is received from one 
of the disputing parties, but the non-establishment of a board does 
not lessen the restraint as to strikes and lockouts. 

Reference has been made to the strikes occurring in disputes 
which had been before boards and had not been adjusted. There 
has been also, in industries coming under the act, a considerable 
number of strikes in disputes which have not gone before a board for 
investigation. Work ceased in these cases without regard to the 
act. Many of the serious coal mining strikes in Western Canada 
during recent years have occurred in this way. 

What, it may be asked, becomes of the penalties prescribed for 
these apparent infringements of the statute? The reply must be 
that such cases have seldom gone to the courts. It has not been 
the policy of the successive Ministers under whose authority the 
statute has been administered to undertake the enforcement of these 
provisions. The parties concerned, or the local authorities, have 
laid information occasionally, and there have been in all eight or ten 
judicial decisions. The mining industry has been the chief delin- 
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quent in the matter of infringements, and there have been occasional 
derelictions on the part of the lower grades of transport or shipping 
labour; in the higher grades of railway labour the act has been well 
observed. 

The usefulness of the act is perhaps better determined, in any 
event, less by the negative results in situations where the parties 
have, regardless of consequences, stayed deliberately aloof from its 
influences and operation thah by the positive results obtained in 
situations where the parties concerned have, whether cordially or 
reluctantly, brougat their differences within the scope of the act. 
The figures printed above show the very large proportion, 89 per 
cent, of cases where, in disputes’ thus dealt with, the threatened 
strike has given way to a peaceable arrangement. 

A further poinz to be noted is that, apart from the direct bearing 
of the act on disputes in industries connected with mines and public 
utilities, its machirery is, by sec. 63, made available for industrial 
disputes of any kind, the consent of each disputant being, however, 
necessary where tke dispute lies outside the stated industries; in 
such cases the statute becomes purely a measure of conciliation, as 
was the original Dominion statute of 1900. This feature of the 
Industrial Disputes Act has 30 far been less active than had been 
perhaps hoped. OZ the 177 disputes brought within the influence 
of the act during the eight years ended March 31, 1915, ten were 
of what may be termed the “outside” classes, and in each case an 
amicable settlement was effected. 

It will be mani‘est to those who examine the record of the act 
that much responsibility falls on the chairman of Boards of Concil- 
iation and Investigetion, who must of necessity be frequently the 
decisive factor in the efforts made at adjustment. In approximately ` 
one-half the total namber (158) of boards which have been estab- 
lished the chairman has been appointed by joint agreement; in the 
remaining cases the sppointment of the chairman has been made by 
the Minister. The small proportion of disputes going to boards in 
which the threatened strike was not averted (19 out of 158) would 
suggest that the chairmen, whether appointed by joint agreement 
or otherwise, have as a rule possessed the tact, skill and breadth of 
mind necessary for the difficult work of adjusting an industrial 
dispute. 2 

There are three zespects in which it is possible to look forward 
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to a widening sphere of usefulness for the act, as the sound reason 
of the principles on which it is based and the simplicity of procedure 
associated with it come to be more completely recognized by those 
affected and by the public at large, viz.: (1) the disappearance of 
unlawful strikes and lockouts; (2) an increasing disposition on the 
part of those concerned in disputes brought before a board to accept 
the findings of the board; (3) more frequent application of the 
machinery of the act to the settlement of disputes in “outside” 
industries. If the effectiveness of the two statutes under consider- 
ation can, in these important respects, be increased, Canada would 
seem to have come nearest among the nations to the discovery of 
that legislative alchemy which the industrial world has so long 
sought, and the reign of industrial peace would be at hand. But 
it is well that any prediction should be guarded. The factors that 
make for and against industrial peace, as with peace in the larger 
world of nations, are many and varied. Human motive is seldom 
based on reason alone. There are those who will not be content 
with what an Ontario politician once described as “cold justice,” 
not at least while there appears a chance of “better terms,” whether 
by an adroit manoeuvre or, sometimes, by rougher methods. 
Moreover the ancient problems, “What is justice?” “What is 
truth?” remain substantially unsolved and attempts at solution 
bring their clashes. 


THE ATTITUDE OF ORGANIZED LABOR TOWARD 
THE CANADIAN INDUSTRIAL DISPUTES 
INVESTIGATION ACT 


By A. B. GARRETSON, 
President, Order of Railway Conductors of America. 


To intelligently consider whether or not the Canadian Indus- 
trial Disputes Investigation Act can be successfully transplanted 
into the American labor field it is necessary to take into considera- 
tion its origin, the road which it has traveled and the' result where 
used. 

The act had its origin in the Australasian region, where every 
influence that entered into its acceptance and application was 
strongly pro labor, where labor government controlled, where the 
courts were strongly sympathetic, and where every agency enter- 
ing into its exercise operated to bring out the equities of the act. 
Transplanted into a somewhat different form of governmental 
machinery, it did not develop the elements of value which charac- 
terized its uses in the region where it had its birth, and instead of 
mitigating the evils which it was designed to remedy, it only suc- 
ceeded in breeding an almost universal distrust of, and contempt for, 
legal machinery designed to settle troubles that should be settled 
between the parties thereto. 

Any condition which breeds in the minds of large bodies of 
men contempt for law is, in itself, the very essence of all that is 
pernicious and no one thing is more subversive of good government 
than the enactment of laws which produce this result. Since the 
enactment of this law in Canada, had legal action been taken against 
every violator of its provisions, it would be shown that it has been 
an active element in creating an army of law-breakers, and when 
men violate a law with knowledge and impunity, that of itself begets 
a condition which operates strongly against respect for law. 

It has been demonstrated time and again (and out of this dem- 
onstration grows the attitude of the laborers toward the act) that 
the compulsory period provided for investigation, during which 
men must remain at work, is almost invariably utilized by the em- 
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ployer, regardless of the spirit or letter of the act, to reinforce him- 
self against the efforts of his men to better their condition and, at 
the end of the period, he coolly repudiates the finding of the commis- 
sion, whatever it may be, and proceeds to operate his plant, regard- 
less of the cessation of labor on the part of his men, whom he has 
used the time to replace, thereby demonstrating to men in general 
that the machinery of the law is to be utilized as a weapon to defeat 
the contentions of the man who labor, regardless of how just may 
be the claim which they put forward on their own behalf. 

Industrial unrest, in all its phases, is augmented and added to 
every time that a man who in any degree possesses it has his beliefs 
strengthened that governmental agencies are not only created but 
administered as an aid to the man who employs him; that laws 
first are enacted for the benefit of the employer, and second, that 
they are administered by courts and tribunals, supported by, and 
prejudiced in favor of, the employing class; third, that govern- 
mental and municipal forces, city, county and state, also spring 
from, are affiliated with, supported and influenced by, that same 
class, and that every form of military agency, from city police and 
township constable to state militia and regular soldiers, is utilized, 
not as an impartial or neutral agency to maintain peace but as an 
economic weapon to be availed of solely by one interest and at the 
expense of the other. 

Therefore, in the minds of the Canadian laboring men, the 
Industrial Disputes Azt has been classed, from their experience 
therewith, among these agencies and the temper of Canadian labor- 
ing men thereto is shown by the fact that the Dominion Trade and 
Labor Congress, assernbled last month, almost unanimously de- 
nounced the act as absolutely undesirable and demanded its repeal. 

The railway brotherhoods are almost the only large class of 
employes who, in the Dominion, have scrupulously conformed to 
the provisions of this act and they have done this at an immense 
disadvantage to themselves. 

To illustrate what the working of this act would have been 
had it been effective cn this side of the line in the late controversy 
between the railways and their employes over the eight-hour ques- 
tion: In 1910 the Order of Railway Conductors and the Brother- 
hood of Railroad Trainmen had under way a wage movement 
covering what is known as Eastern Association Territory, this com- 
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prising all the railways of the continent east of Chicago, Duluth 
and the Mississippi River and north of the Ohio, a total of some 
eighty railroads, three of which are Canadian. The railways re- 
fused to deal collectively for the territory and negotiations opened 
on the Baltimore and Ohio Railway abcut January 10. Two days 
after that time negotiations opened on the three Canadian rail- 
ways involved, two Canadian vice-presidents of the organizations 
being in charge of those negotiations. The last settlement of the 
seventy odd railways on the American side of the line was con- 
cluded on July 19, the settlement being agreed upon on that date. 
At six P. M. that same date the men on one of the Canadian lines 
went on strike on account of the delays interposed by the manage- 
ments and made possible under the Industrial Disputes Act in effect 
on that side. If the seventy odd roads in American territory had 
been subject to the provisions of a like act it would have called for 
the creation of over seventy investigating boards and unfinished 
business on the Judgment Day would have been the natural re- 
sult. In the late movement for the eight-hour day this would have 
been multiplied by the additional number of roads involved and 
ten years would not have been sufficient to have disposed of the 
hundred odd railways involved in the eight-hour movement. 

The writer is not dealing with this question from hearsay but 
from actual experience therewith and as an outgrowth of that expe- 
rience is strongly of the belief that no weapon as potent as this 
Industrial Disputes Act has been devised for defeating the legiti- 
mate effort of laboring men to better their condition. It is signifi- 
cant that in its place of origin, New Zealand, it has recently been 
repudiated by large bodies of working men, who proceeded to take 
action regardless of the provisions thereof because it has been 
demonstrated to them that it contains elements greatly to their 
detriment. 

The real difficulty in the solution of these questions lies in the 
fact that nearly every remedy that is offered deals only with the 
effect of conditions. In the treatment of industrial. strife it would 
be well to follow the general trend of medical schools for the past 
century. Formerly the mission of the doctor was only to cure. 
In later years greater effort is given to the prevention of ills, and 
until this course is pursued and the cause of industrial unrest is 
removed it will be found that the effort to abolish the disease is 
without result. 


THE TREND OF VOLUNTARY CONCILIATION AND 
ARBITRATION IN LABOR DISPUTES 


By Goren M. Janus, Pu.D., 
University of Washington, Seattle. 


It is a popular fallacy that trade unions foment strikes and that 
striking is their reason for being. To this the trade unionist says: 
“Young and weak unions have many strikes; old and strong ones 
have few. If unions were mere striking machines, the opposite 
would be true.” The importance of moderation is insisted upon 
by most labor leaders. Collective bargaining is the ultimate goal 
of nearly all trade unions, and to reach it not only organization but 
discipline is needed. Strikes are dangerous to the organization and 
costly. Hard experience has taught trade union officials that 
something more than enthusiasm is necessary to win a strike; and, 
while it may be true occasionally that a union thrives on opposition, 
a strike is not to be considered an end in itself. If the strike is lost, 
the better wages and conditions obtained by previous effort may 
be lost also. Experienced union officials, therefore, count the cost 
before entering on a struggle with the employer. The “get-rich- 
quick strike method,”’ as it is called, is termed a failure. Paradox- 
ical as it may seem, young and inexperienced unions often disinte- 
grate after a strike is won, because it is easier to rely on promises 
than to continue the union and pay dues. But the retention of 
higher wages and better working conditions is usually contingent 
on the continuance of the union. The trade-union leader must 
not merely estimate the chances of success, but must also consider 
whether the ground won can be held. The law of the survival of 
the fittest has, therefore, brought about a more or less complete 
national control as opposed to local control of strikes in many unions, 
while in all there is unanimity of opinion concerning the value and 
need of organization and discipline. The domination of the national 
union over the local union usually means a conservative policy in 
the matter of strikes, as is brought out more fully by the writer 
elsewhere.! 

1 Janes, George M., The Control of Strikes in American Trade Umons, Johns 
Hopkins University Studies, Series 34, No. 3. 
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Trade unions, however, vary in their composition and, like all - 
other human institutions, have emotional and reasonable, radical and 
conservative men in their membership. Although it is true in the 
long run that age and closer organization bring abou; a conservative 
policy in the matter of strikes, the fact remains that trade unions 
vary from one another to 2 greater or less extent in point of view and 
policies pursued. The Industrial Workers of the World and the 
Western Federation of Miners, for instance, repudiate any form of 
arbitration or trade agreement with the employer and rely on direct 
action to attain their ends. The fruits of this policy are that the 
former organization is distinguished more for noise than for the real 
advancement of its few members, while the Western Federation of 
Miners is now on the rocks of disintegration. The Bridge and 
Structural Iron Workers, likewise, have relied on violence and the 
result is that many of their prominent members and former officials 
are now serving prison sentences. Another type exists, which has 
been termed the predatory one, whose officials use their position for 
extorting money for their own pockets from the employers—espe- 
cially contractors—by threatering strikes or for terminating strikes. 
But the difference between trade unions is in reality no more than 
that which exists in the kusiness world with the reliabls merchant 
at one end and the “fence” receiving stolen goods at the other. 
The great mass of trade union members, like the great mass of 
business men, are trying to better their own conditions and have 
the same average ideas of ethics and justice as their neighbors. If 
this were not true, the use of conciliation end arbitration in labor 
disputes would be a vain dream. 

Quite early in the development of American trade unionism it 
was realized by bitter experience that numerous strikes were dis- 
astrous and so rules were gradually adopted aiming at restriction 
of strikes to those disputes in which efforts at conciliation or offers 
of arbitration had failed to bring about an adjustment. This de- 
velopment is especially marked in those unions where the national 
union is dominant. The usual order of procedure in such unions in 
bringing about a strike is as follows: (1) the local union must ex- 
haust all means of bringing about an adjustment of the difficulty; 
(2) the local union may then pass a strike vote which to be binding 
must be by secret ballot by a two-thirds or three-fourths vote of all 
members present, who have & standing of two or theee months or 
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more; (3) the local union after this has been done must secure the 
approval of the national union, which generally means the national 
- executive board, for the action taken; and (4) finally, only after 
exhaustive efforts on the part of the national officers or their depu- 
ties to bring about a settlement, can a strike be declared. A general 
vote of the entire membership, or that of the district affected, is 
taken before acting in a number of unions, especially the railroad 
brotherhoods. Even those unions in which local autonomy is the 
rule provide in some instances for arbitration by a provision in their 
constitutions that efforts for arbitration of disputes should be made 
before striking. The point of the procedure thus worked out is that 
time is allowed for a reasoned consideration of the dispute and for 
conciliation or arbitration with the employer instead of hasty, emo- 
tional, and ill-considered action at once. The trend in this direction 
seems to be quite general. 

The sending of a national official to the scene of any trouble, or 
the “deputy system” as it is called, is a marked development, of the 
principle of voluntary conciliation and arbitration. The function 
of the deputy is to go to the locality, investigate ‘‘the alleged matter 
of complaint,” make an effort to adjust the matter, if possible, and 
report to the president and the executive board of the national union 
his conclusions and recommendations as to what course should be 
pursued. The agent or deputy is a representative of the national 
union, and his duties can be laid down only in a general way. As 
one trade union official has said: 

The man on the ground representing the international union should use his 
best judgment; it does not matter whether he agrees with the local committee or 
not. If capable and experienced he is supposed to lead and not to follow. It is 
his duty to stand by the international union regardless of consequences, to protect 


the funds against waste and extravagance, and to maintain its reputation for a 
“square deal” with union manufacturers. 


The deputy must be received by the local union, for if he is not 
permitted to perform his duties, strike benefits may be withheld by 
the national union and no further assistance granted. A strike 
entered into by a local union after refusing the offices of a national 
deputy would be illegal and would subject the local union to disci- 
pline such as a fine or loss of charter and strike bencfits. 

In all the unions that have adopted the ‘‘deputy system” it is 
regarded as important that the deputy should be on the ground 
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before a strike is begun. It is required, therefore, that the members 
involved continue at work pending investigation and until a final 
decision has been reached. The rule has worked well; for any dis- 
pute can be more easily adjusted before an actual breach has oc- 
curred. President Martin Fox of the Iron Molders has observed 
that this rule “has strengthened the position of the union and 
proven beneficial in ell cases.” President Menger of the Operative 
Potters in an interview with the writer said: 

If an international cicer can get on the ground before a grievance has as- 


sumed large proportions end before either side hes committed itself, a settlement 
can be more readily brought about than if tae affair is allowed to gc on. 


A representative coming in from the outside is frequently able 
to compose differences which the parties themselves cannot settle. 
Those who are involved in a quarrel are not the best qualified to 
appraise its merits. Investigation by a party not previously in- 
volved is always helpful. The deputy acts as a mediator between 
the local union and ths employer, and is often able to eliminate the 
local prejudice or personal feeling between the two parties. It is 
true that the deputy comes as a friend of the union; but he takes 
into account other considerations than the success of the local union. 
As a representative of che national union, he must consider whether 
the local union is justi€ed in its demands, and whether the demands 
have been made in the proper spirit. All of these considerations 
make him a mediating element more or less independent of the local 
union. The Cigar Makers report that one of their deputies met 
the employer seventeen times before a settlement was finally 
effected. An editorial comment says: 

The union will grow more rapidly in the future thar it has in the past as soon 
as it is made clear that we ar an organimtion have no desire to take an employer 


by the throat and make him Jo things regardless of whether competition, location 
and his business will permit. 


The deputy usually remains on the grourd in case of a strike 
and continues his efforts for an adjustment of the dispute, or he may 
be sent directly to take caarge of a strike. A good deal of authority 
is given to the deputy in strike matters. His decisions are binding 
in some unions and subje3t to approval by the executive board or by 
general vote in others. If he is sble to reach an agreement with 
the employer he can terminate a strike in some instances even if the 
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local union objects. The deputy system, or some form of it, is now 
found in a large number of national unions. The tendency of the 
local unions is to turn more and more to the national officers in case 
of grievance, lockout, or strike; the work of the deputy has thus 
increased in quite a large measure and has resulted in the peaceful 
settlement of many disputes. 

A word of caution is in order here: national unions vary in or- 
ganization, discipline and financial resources and no general state- 
ment holds true of all of them. Some national unions, for instance, 
do not pay strike benefits and their local unions have complete 
autonomy in the matter of strikes. Even in these unions the 
advice of the national officers is often sought if not always followed. 
An indication of the trend of development is seen in the Hod Car- 
riers’ and Building Laborers’ Union, which pays no strike benefits 
but which sends its president or a special organizer to direct strikes. 
Other national unions give their local unions the right to strike on 
their own initiative when only a small number of men is involved, 
or when, as in some unions in the building trades, the strike con- 
cerns a particular building or job, or when no financial assistance 
is expected. But even in these cases just cited, a national deputy 
is often sent by a number of national unions if a general strike is 
threatened. The source of control is in the power of the purse, the 
granting of strike benefits by the national union, and while it is 
true that a refractory local union occasionally defies national 
authority such action is coming to be an exception to the usual rule. 
“One ‘Get Away’ with holding up the parent body,” to quote the 
expressive words of one union official, ‘does not mean that it can 
be done whenever the whim seizes a union or a number of unions.” 
A radical membership, likewise, adds to the difficulties of control. 
The secretary of the Ladies’ Garment Workers’ Union, for instance, 
reports that in addition to ordinary difficulties “our immigrant 
members have their heads full of revolutionary stuff, which they 
read in the Jewish radical press, written by men who have little 
sympathy with our movement, understand it less, and to whom 
unions and strikes are only useful as a means of carrying on the 
‘class war.’ To these she idea of adjusting labor disputes without 
constantly resorting to strikes is gall and wormwood.” Another 

, group of national unions includes the older and more highly organ- 
ized unions which pay strike benefits and emphasize the necessity 
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of discipline. In this group the deputy system has already brought 
about good results and it bids fair to be more effective in other 
national unions as time goes on. : 

The trend of voluntary conciliation and arbitration is seen in 
the procedure necessary before a strike can be called and in the de- 
velopment of the Ceputy system, but is more clearly indicated in the 
increasing use of trade agreements. The interesting point in this 
development is that there is no stoppage of work or strike pending 
investigation and settlement of any dispute. These agreements 
fall into two classes: the first where the agreement is directly between 
an employer’s association and a national union, and the second 
where it is between a local union and a local employer. The Iron 
Molders, for instance, have had agreements with the Stove Found- 
ers’ National Defense Association since 1891. Annual conferences 
with the manufactirers were begun by the Flint Glass Workers as 
the outcome of a strike settlement in 1888, but the method was not 
made a constitutional rule until 1891. The method of agreement 
of this last union was followed latér by the Amalgamated Glass 
Workers, the Glass Bottle Blowers, and the Window Glass Cutters’ 
and Flatteners. The Operative Potters, after a disastrous strike 
in 1894, at their convention of the same year, first discussed the 
making of an agreement with the manufacturers, and after several 
years of discussion an agreement was entered into, to go into effect 
in 1900. This agreement has been renewed annually since then and 
no general strike has ensued. Since 1900 the Bricklayers’ and 
Masons’ Union bas entered into agreements with contractors in: 
various parts of the country providing that all differences that may 
arise be sent to heedquarters for adjustment. Pending same, no 
strike can be entered upon by the members. Since 1901 there have 
been agreements between the American Newspaper Publishers’ 
Association and the International Typographical Union, and later 
the Stereotypers’, ths Printing Pressmen, and the Photo Engravers’ 
unions were included. The Coopers’ International Union in 1905, 
‘the Granite Cutters’ Union in 1907, and the National Association 
of Machine Printers and Color Mixers in 1909 entered into agree- 
ments with national employers’ associations. A larger part of the 
membership of the United Mine Workers is now working under 
district agreements. The International Longshoremen’s Associa- 
tion has also since 1900 entered into various agreements. The 
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various railroad brotherhoods, such as the Locomotive Engineers, . 
the Locomctive Firemen and Enginemen, the Railroad Conductors, 
the Railroad Trainmen, and the Railroad Telegraphers, beginning 
with the Locomotive Engineers in 1874, have made agreements with 
the railroads governing wages and working conditions; in case their 
local and general committees and national representatives fail to 
bring about an adjustment of difficulties recourse is usually had to 
the mediators designated in the Erdman (now the Newlands) Act. 
In case the mediation proceedings are ineffective, the dispute may 
go to arbitration. Leaving aside the railroad brotherhoods the 
interesting part of these agreements is the method provided for the 
settlement of disputes. The agreement between the Dredge Owners’ 
Protective Association of the Great Lakes and the International 
Brotherhood of Steam Shovel and Dredgemen provides for the 
settlement of disputes in the following way: 

In the event of a controversy arising between the parties hereto, or in the 
event of the men having a grievance, they shall continue to work and all such con- 
troversies and grievances will be settled if possible by the representative of the 
employer and the representative of the men. If such controversy or grievance 
cannot be setiled by them, then it shall be arbitrated by choosing a third dis- 
interested man upon whom the representative of the men and the representative 
of the employer may agree; if the representative of the men and the representative 
of the employer cannot agree, then the matter shall be submitted to the repre- 
sentative of the general organization of which he is a member, and the general 
manager, or his representative of the Dredge Owners’ Protective Association of 
the Great Lakes, and if they cannot agree, then they shall choose a third disin- 
terested party, and the said three shall constitute a Board of Arbitration and the 
decision of the majority thereof shall be final and binding, and all parties hereto 
shall abide thereby. It is expressly understood and agreed that said Arbitration 
Board shall meet within ten (10) days after the occurrence of the difference re- 
quiring arbitration has been submitted to them. 


The arbitration agreement between the American Newspaper 
Publishers’ Association and the International Typographical Union 
provides much the same method as the above. Local conciliation 
and arbitration are provided for and in case the local attempt fails 
or is not satisfactory an appeal may be made to National Board of 
Arbitration which consists of the three members of the executive 
council of the International Typographical Union and the three 
members of the special standing committee of the American News- 
paper Publishers’ Association, or their proxies. The finding of the 
majority of the national board is final and must be accepted as such 
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by the parties to the dispute under consideration. No aid or sup- 
port is given to the firm, employer, or local union refusing to abide 
by the decision. 

Local agreements, or collective bargaining, without an arbi- 
tration clause, are and have been numerous. The interesting de- 
velopment is the increasing insistence that all local agreements 
shall contain provisions for arbitration. The bricklayers have 
been foremost in this policy. The New York agreement with the 
Mason Builders’ Association came into existence in 1885 and con- 
tains a provision for arbitration. The same policy is found in the 
numerous local agreements entered into by the various unions con- 
nected with the building trades with builders’ associations in leading 
cities. The Bakery and Confectionary Workers, the Barbers, the 
Boot and Shoe Workers, the Brewery Workers, the Glove Workers, 
the Granite Cutters, the Horseshoers, the Machinists, the Pavers, 
the Steam Engineers, the Steam Fitters, the Tile Layers, and the 
Tobacco Workers, are some of the national unions which require 
their local cnions to have an arbitration clause in their agreements. 
A typical arbitration clause of a local union of the Bakery and Con- 
fectionary Workers in Washington, D. C., is as follows: 

All differences between Union No. 118 and the Washington Merchant Bakers’ 
Association ‘(or individual firm involved) that cannot be settled through the 
Business Agert of Union No. 118 shall ba referred, first to three committees, one 
each from Union No. 118, the Grievance Committee from the Central Labor Union 
and one from the Washington Merchant Bakers’ Association (or the firm involved). 
If these three committees cannot adjust the difficulty then arbitration shall be 
accepted as follows: Two difinterested parties are to be 3elected by the Washing- 
ton Merchant Bakers’ Association (or the firm involved), one member .of the 
Grievance Committee of the Central Labor Union, and one disinterested person 
to be selected oy Bakers’ Union No. 118, these four selected to-endeavor to adjust 
the matter in dispute, but in the event of failure to agree the four to select a fifth 
member of the committee on arbitration, and the decision of this committee to be 
final and to b2 accepted by all parties involved in the question. 


These local agreements must usually be endorsed by the na- 
tional unior. in order that as uniform a policy as possible be carried 
out. Ther3 seems to be a growing tendency according to statistics 
compiled by the New York State Department of Labor to insert 
arbitration clauses in local agreements. 

' Compulsory arbitration and even voluntary arbitration when 
it involves zhe calling in of only an outside party to adjust a diffi- 
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culty is bitterly opposed by scme trade-union officials. It is re- 
garded as a broken reed to lean upon because the causes of strikes 
are according to these officials rew desires and new demands which 
the rules of the past cannot satisfy. The question of wages and 
fewer hours is based on the problem whether or no the condition of 
the given business will justify the paying of higher wages or a reduc- 
tion in the number of hours of work, and an outsider in the nature 
of things is said to know nothing about the relative merits of the 
case. Arbitration according to this view is regarded as the strong- 
est weapon of the employer and the reason given in support of this 
theory is that such an arbitrator would be guided solely by the ar- 
guments of the employer concerning his ability to grant the demands. 
Labor organizations are advised to make sure that their demands 
are just and then to fight until they win them. Some unions rule 
out of the realm of arbitration any proposition to lengthen the 
hours of labor, and of course all stand firmly for the right to organ- 
ize. The eight-hour day in th2 crafts where it exists was brought 
about by strikes, say trade-urionists, with the further statement 
that it could not have been obtained by arbitration. Another 
objection is that arbitration leads only to compromise and thus at 
times to no definite conclusions; but the answer to. this is that all 
political and social progress of a permanent kind is based on com- 
promise; a step at a time. 

The complaint has been made that in recent years the strike 
has been commercialized and is now based more on the principle of 
expediency than on the principle of justice. The complaint con- 
tains some element of truth, but it is nearer the truth to say that 
the strike by means of trade-union organization and experience has 
been transferred from the realm of emotion to the realm of reason. 
Organization generally means fewer and not more strikes, concilia- 
tion and arbitration being used in the settlement of many disputes. 

Strike statistics for the United States are available only until 
1905. They show that there has been an increase since 1881 in the 
absolute number of strikes, but. a slower increase, or even a decrease, 
in their number relatively to the growth of industry. The develop- 
ment seems to be in the direction of an occasional large strike as 
over against many small ones. A number of national officials say 
that so far as their organizations are concerned the adoption of a 
policy of conciliation and arbitration has reduced the number of 
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strikes. A report of the growth of the Boot and Shoe Workers’ 
Union says that the adoption of arbitration “marked the passing of 
the strike” in that organization. The Amalgamated Association 
of Street and Electric Employes, which has for its motto, ‘We are 
always ready to arbitrate our disputes,” also reports a diminishing 
number of strikes on account of the adoption of arbitration. Too 
much cannot be made of a few cases, but there seems to be a con- 
sensus of opinion among both trade unionists and employers that 
the reasonable method of voluntary conciliation and arbitration 
has been very effective in settling disputes and in reducing the 
number of strikes. 

Many of the sensible, intelligent and fair dealing trade unions 
are adopting the principle of voluntary conciliation and arbitration. 
Strikes, it is realized, mean industrial war and, as in all wars, the 
strongest side and not necessarily the right side wins. The right to 
strike is held to quite tenaciously but the tendency seems to be to 
substitute reason for force. But as it takes two to make a quarrel 
s0 it takes two to make an agreement. Between the arrogant, 
stubborn employer on the one hand and the unreasonable, tur- 
bulent labor leader on the other there is little to choose. “Nothing 
to arbitrate” means that there is no necessity for arbitration, and is 
based on the ld principle that they should take who have the 
power, and they should keep who car. As a sagacious labor leader 
observed to tke writer, “nothing to arbitrate means drunk with 
power.” 

Voluntary conciliation and arbitration is not a panacea—the 
human equation is still there—but it furnishes a means for bringing 
the employer and employes together and also a method for settling 
disputes. Mr. H. N. Kellogg, of the American Newspaper Pub- 
lishers’ Association after reviewing the history of the agreements 
with the unions of the printing trades, declares that “arbitration 
is the most sensible and the best method for settling labor disputes 
that has been ceveloped up to this time.” 


THE REVISED PROTOCOL IN THE DRESS AND WAIST 
INDUSTRY 


By Jurus Henry COHEN, 
Author of Law and Order in Industry and Tha Law:—Business or Profession? 


Events in the garment industries of New York take place with 
such rapidity and are so kaleidoscopic in shape that it is hopeless 
for one not himself a participant to keep them connectedly in mind. 
Yet these combinations and permutations, if analyzed, have very 
instructive value, and, properly interpreted and applied, bring 
great consequence to the industries of our country. 

There is a very clear division in New York City between the 
men’s and women’s clothing industries. As to the men’s industry— 
so far as this city is concerned—a very substantial part of the 
men’s clothing industry was, up to a short while ago, working under 
a trade agreement between the American Clothing Manufacturers’ 
Association and the Amalgamated Clothing Workers’ Union, with 
an arbitral tribunal consisting of Charles L. Bernheimer, Dr. J. L. 
Magnes and Dr. Henry Moskowitz, as a committee of moderators. 
This trade agreement was recently abrogated by the employers 
because of the failure of the workers to observe a decision of the 
board of arbitration. As to the women’s industry—the women’s 
wear industry, on the workers’ side, is largely represented by the 
International Ladies’ Garment Workers’ Union. The employers 
are divided into various groups. The manufacturers of cloaks, 
suits and skirts are now represented by one association, the result 
of a consolidation in 1915 of what had been theretofore two em- 
ployers’ organizations; the manufacturers of dresses and waists 
are represented by another association, the manufacturers of 
children’s dresses by a third, the manufacturers of ladies’ under- 
garments by a fourth, the embroiderers by a fifth, and the house 
dress and kimono manufacturers by a sixth. All these trades are 
now working under trade azreements with the union. It was 
in the cloak, suit and] skirt industry, covering about 60,000 workers, 
that the protocol plan was first devised and kept in operation for 
a period, roundly, of about five years and a half. It will be recalled 
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that the protocol was terminated in 1915, subsequently revived 
by the action of the Mayor’s council of conciliation, consisting of 
Dr. Felix Adler, Chairman, Louis D. Brandeis, Henry Bruére, 
George W. Kicchwey, Charles L. Bernheimer and Walter C. Noyes, 
and again terminated in 1916 by the union upon the charge that 
the manufacturers had refused to follow a decision made by the 
Mayor’s couneil of conciliation. The lockout and the strike that 
followed are eurrent newspaper reading. I have endeavored, in 
Law and Order in Industry, to give an impertial review of these 
experiences up to the time I ceased to act for the employers (August, 
1915). 

In the dress and waist industry recent developments bear 
materially upcn the general movement for progress in industry. 
Some of these developments I believe warrant immediate considera- 
tion on the part of those who would seek to secure fairness and 
equity in industry through processes of law and order. As the 
result, first of conferences between the parties and, later, awards 
by the board of arbitration (Hon. Julian W. Mack, Hamilton 
Holt! and Robert W. Bruére), the dress and waist protocol originally 
made in 1913 Las been revised and readjusted to meet the experi- 
ences of the past three years. 

I think Mr. Morris Hillquit (counsel for the’ International 
Ladies’ Garment Workers’ Union) will agree with the statement 
that, in many ~espects, this recently revised protocol, over which 
he and I fought in the making, is as superior to the old protocol in 
the cloak industry as our federal Constitution is superior to the 
old Articles of Confederation. Indeed, Mr. Hillquit stated in the 
course of the proceedings before the board of arbitration that it was 
his hope that the document devised through these legislative 
processes would become the model for all the industries with which 
the Internationel Ladies’ Garment Workers dealt. In view of the 
pioneer nature of these protocols and the unusually chaotie con- 
dition of the incustries in which they have been evolved, it would 
be rather anomalous if experience cid not develop weaknesses 
and‘ necessitate new invention.’ If one will look at the Patent 
Office models showing the evolution either of the modern electric 
locomotive or the modern dutomobile—mark even the improve- 


1 Mr. Holt resigned in May. 1916, and Charles L. Bernheimer was substituted 
in his place. 
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ments of the past decade—he will appreciate why a piece of newly 
devised industrial machinery intended to serve the needs of a 
complex, highly emotional and unorganized industry, requires con- 
stant readjustment and changes to meet weaknesses revealed in 
practice. 

There seems to be a rather carrent belief that there is presented 
to employers today a clear choice between peace and war. This 
is a fundamental error made by nearly all critics of the protocol. 
The fact is that as long as we live, and for a longer period still, we 
shall have conflict in industry. We shall not have peace. The real 
choice is not between peace and war, but between conflict and 
conflict. . Or, put in another way, the question is: How shall in- 
evitable conflict be met so as to conserve the best interests of all partes 
concerned? War carries with it incidents of physical violence, 
law-breaking, damage to property, peaceful or unpeaceful picketing, 
starvation of workers, ruination of employers, disturbance of the 
public peace—the ‘general breaking down of moral restraint and 
discipline. Just as wasteful as war, it is the bare truth to say 
that in carrying the burdens of the waste, the cost falls more hesvily 
upon the worker. Not that employers do not suffer; but the 
suffering cannot be so poignant. While in the ranks of employers 
and workers alike are always to be found men eager to shake the 
fist, eager to beat the head, to smash windows or to “starve ’em 
out,” the cooler, reasoning, experienced men, who, either through 
personal suffering have learned their lessons, or through trained 
imagination understand the cost, counsel against war—except as a 
last resort. Now, obviously, both employers and workers have 
rights, and each collective group has its policies. As in national, 
state and municipal affairs, there is conflict between opposing 
policies and ofttimes bitter conflict between the rights of various 
interests in the community. We do not settle such conflicts by 
violence or by starvation. Defective as our legislative and political 
processes are—with all the evils connected with our present electoral 
machinery—we still hold fast to our faith in the parliamentary and 
juridical method. We sometimes wait a decade before courts 
modify their decisions. In the retrospect, we wonder how error is 
so frequent, and yet we wonder why it is not more frequent, since 
the humana animal, with all of his infirmities of temper and intellect, 
is the instrument through which we operate. 
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Within tae limits of an article such as this, it is, of course, 
impossible to define the scope of the general conflict. For the 
present, it will be enough to say that the modern employer, willy 
nilly, is bound to represent and express in sccial economy today a 
sturdy and ‘ustifiable, movement for efficiency, economy and 
elimination of all waste. To secure the result he must stand for a 
better equipment of the workers and a better discipline in the 
shop. “Shop organization” is the key to shop efficiency. The 
direction of tie shop: crganization, the maintenance of discipline, 
and the selection cf men upon the basis of efficiency are essential 
conditions of the progress of industry. This, of course, does not 
mean that he shou'd ignore “the human rights of the worker.” 

On the workers’ side, we find—whether we like it or not—they 
have determined, as they have the right to determine, that the 
regulation of wages and conditions of labcr shall no longer be 
treated as a matter of individual bargaining. The trades union 
is here and here to stay. It represents something that has an 
inherently sound basis—whatever sound criticism from time to 
time may be made either of its acts or its policies. The trades 
union is the workers’ “attorney in fact”; it presents in organized 
fashion what the workers believe to be their due. It would be an 
anomalous situation if such organizations did not often ask for 
more than they were entitled to, or more than the particular industry 
could stand at the moment of their asking. Here, then, is conflict— 
conflict similar in many respects to the conflict cver definite pieces 
of legislation at Albany or Washington. How shall it be handled? 
By processes cf reason, vy analysis of the facts involved, by applica- 
tion of sound 3conomic principles? 

But behind all of the specific proposals we must admit that 
there is something mcre—there is a movement for the greater 
democratization of industry, the effort to control, or, if need be, 
to destroy the heretofore existing autocratic government of the 
employer in industry. It is, indeed, the consciousness of this 
movement on both sides that brings the real clash. Mr. Rockefeller 
was made aware of it. With the aid of Mackenzie King, he has 
earnestly endeavored, I believe, to meet it in kis New Industrial 
Republic. Lez us make no mistake. We are dealing with tremen- 
dous social forces—the inevitable movement for industrial discipline 
and efficiency coming up one avenue and the equally inevitable move- 
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ment for industrial democracy coming up another. The two should 
not clash: they are not inherently antagonistic to each other; 
but the effort of each to press forward its particular claims or 
application at the moment brings conflict. In this conflict each 
side takes its stand and fights. But how fight? With fists, with 
clubs or hunger as the weapons? Starvation versus violence? 
This is not the American way of meeting great issues. It goes 
against our grain to settle such conflicts with the gun or the bludgeon. 
It makes law and order a synonym for oppression, rather than for 
fair play. l 

On the other hand, the appeal to arbitration comes sometimes 
from employers and sometimes from workers, as the refusal to 
arbitrate comes sometimes from one and sometimes from the other. 
In 1894 the country is plunged into industrial war. Then the rail- 
road managers refuse to arbitrate. In 1916 the railroad managers 
plead for “the sacred principle o? arbitration in industrial disputes.” 
Now the men refuse. In 1916 the president of a street railway sys- 
tem and an entire organization of manufacturers refuse to arbitrate, 
and in both instances the workers plead eagerly for “the sacred 
right of arbitration.” How ccmes it that the refusal to submit 
industrial controversy to impaztial review comes sometimes from 
the employers and sometimes from the workers? And why is it 
that society itself, refusing in this day to permit men to settle 
private controversy by private war, still suffers lynch law to reign 
in the field of industrial disputes? Is industrial controversy, 
involving large masses of peovle, disturbing whole communities, 
bringing starvation or bankruptcy or both in its train—is it a 
private matter—when even the laundress, if she is refused her pay, 
may not take her 60 cents from her mistress’s pocketbook, but 
must go to court and sue? Let men be right as heaven itself, 
who shall be permitted by coercion to win his way, to trample over 
neutrals, to hack his way thrcugh to the goal of his wishes? We 
allowed capital to do it. For a while we gave it free rein, until 
it became unbearable—then society found a way to curb capital. 
We let the nations do it, yet now we earnestly believe that a way 
will soon be found to curb ev2n the nations. How soon shall we 
say to both capital and labor: “Neither of you shall coerce the 
other by force of your power. Justice, not might, shall determine 
this controversy between you.” 
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Why has the judicial method for settlement of industrial 
disputes found such opposition? 

There are two important reasons among many. ‘The railway 
men say: 

“Yes, we went to arbitration, and got beaten. The impartial 
arbitrator showed he had the capitalistic bias.” 

The cloak manufacturers say: 

“The arbitrators are uplifters. They always sympathize with 
the men. They giye us the worst end of it.” 

We must not delude ourselves. Men have had their fingers 
burned „at the furnace of arbitration. There is no quarrel with 
the courts when the judges are free from kias, go into all the evi- 
dence, courageously decide the issues and decide them right; but 
when judges are biased, are inefficient, lack courage or understand- 
ing, then the country demands ‘recall of judicial decisions” or 
“recall of judges,” until, awakening to the real trouble, we find 
the right men, put them in the right places, and secure a renewal 
of confidence in judicial machinery. Even then judicial error 
multiplies. Tte latest volume of Appellate Court Reports dis- 
closes how judicial error creeps into the very best and unbiased of 
judicial intellects. Do we, then, prefer anarchy or Lynch law? 
No; we take tha judicial method as we take matrimony—for better 
or for worse. Eut there is another reason for the refusal to arbitrate, 
much more furdamental and much more difficult to correct. It 
is the “balance of power” theory applied to industrial affairs. 
Nearly all of the old writers on collective bargaining approved of 
it on the theory of checking abuse of power by employers by the 
organization of the workers, and vice versa. A strong employers’ 
organization will curb a strong unicn from abusing its powers, 
just as a strong union will curb the employers. The theory resem- 
bles the ‘“‘balanze of power” theory in international affairs, whose 
futility as a means of protection to neutral or weak powers is now 
graphically demonstrated. The truth is that in industrial affairs, 
as in international affairs, the “balance of power” theory is good 
when you hold the balance. When the other fallow holds the 
balance it is all wrong. ‘Now, balance the power o? the strike with 
the power to discharge—how comfortable for the employer if there 
is a large surplus of labor; how comfortable for the workers when 
there is a large shortage of labor! No mcre empty weapon of 
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defense can be given to an emplover than the right of discharge 
in the height of the season when he cannot get help and the cus- 
tomers are clamoring for their goods. In Bridgeport the Remington 
munitions works take all the men who go on strike elsewhere. 
What power is the right to discharge in such a time? When the 
scale turns and there is shortage of work again, then the power of 
the strike becomes an empty weapon for the workers. 

When power is asserted to coerce acceptance of one side’s 
view, it prevails only for the time being. Napoleon prevailed until 
all Europe turned. The Kaiser got almost to Paris before weakness 
could gather up her skirts and bring new power to her side. 
Schrecklichkeit has its day and then it gets the day after. And 
“the day after” arrives sooner now than it did in Napoleon’s time. 
New powers unthought of are released to punish the offender. 
It is a simple psychological law that decision produced by coercion | 
begets rancor, hatred and release of new powers of coercion; the 
defeated party retires only to hit the other fellow a crack when he 
finds him a little groggy on his legs. So industrial warfare goes 
on and on and on—action and reaztion—until each side is driven 
to “quits,” solely because of exhaustion. Thus, while we put the 
emphasis on the necessity for avoiding waste in industry, we resort 
to the most wasteful process for adjusting industrial controversy. 

The protocol method, in its final analysis, is merely a human 
effort, earnest though imperfect, to apply to inevitable conflict 
in the industrial field the modern processes of reason, to borrow 
from constitutional government, from legislation, from juris- 
prudence, from social economics, from business, from everywhere, 
the best that human brain has yet evolved to establish a more 
orderly and less wasteful method for meeting such crises and 
concrete issues as they emerge from below. For want of a better 
method we adopt what we are pleased to call the legislative and 
juridical.? The choice for the employer and the worker, too, 
therefore, is not a choice between peace and war, but a choice 
between conflict on the plane of the savage and conflict on the plane 


2? Seo in this connection the following recent articles: The Development of 
Government ın Industry, by Earl Dean Howard; Editorial Note: “A New Field 
for Systematic Justice,” by John H. Wigmore, Illinows Law Review, March, 1916, 
“The Need for Industrial Jurisprudence,’ by Walston Chubb, The Standard, 

- March, 1916. 
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of the civilized man. The latter plan, of course, involves honorable, ` 
rational, fair dealing—effort to agree waere agreement is possible, 
frank agreement to disagree where agreement is impossible, and 
the application of the process to the dsposition of disagreement. 
Imperfect as we know these processes to be, we know they are 
better and less wasteful then the processes of the savage. Who is 
_ satisfied with the work of state legislasures or of Congress or of 
municipal zovernment generally, or even with the courts? We 
are just a little bit farther away from darkness, that is all. The 
choice is besween something worse and something better, not between 
something wholly good and something wholly bad. It is a curious 
thing that business men, who are most ready to avert a lawsuit by 
compromise or commercial arbitration, are often the first in their 
labor disputes to insist upon a fight. They fail to judge by putting 
side by side one set of conditions with another. There is no 
panacea yet invented to cure these “labor troubles.” They are 
‘labor troubles in another sense; they precede the birth of new ideas. 

The revised protocol in the dress and waist industry will 
justify scrutiny because it is a recent effort to meet industrial 
difficulties with resourceful invention. It is more than a renewal 
of amicable relations now having a three years’ background. 
It is a re-statement, a re-application of principles, a renewal of 
effort to make the statement of these principles more definite and 
their application more workable in practice. Within the limits of 
this article it will not be possible to give a full résumé of the provi- 
sions of this document.’ But several points of general interest 
may be considered now. 

First of all, upon the efficiency and economy side, the revised 
protocol recognizes clearly that, for the present at least, the selection 
of workers, the assignment of work, the organization of the factory 
and the determination of all-adminiscrative problems must be 
left with the employer. It is the abuse of this power, where it 
results oppressively to the individual worker, that furnishes the 
basis for complaint. The new statement is contained in the 
following: 

The employer is entirely free to select his employes at his discretion,, free 
to discharge zhe incompetent, the insubordinate, the inefficient, those unsuited 





3 Copies will be available presently for all ttose who are interested. 
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to the work in the shop, those subversive of order and harmony in the shop and 
those unfaithful to their obligations. Hə is free, in good faith, to reorganize 
his shop whenever, in his judgment, the conditions of business should make it 
necessary for him to do so, and he is free to assign work requiring a superior or 
special kind of skill to those employes who possess the requisite skill. 


In the next place, there is a new treatment of the matter of 
shop strikes. There is probably rothing which is so irritating to 
employers as to find that protocol inhibition of shop strikes is not 
effective as an insurance policy. Employers expect in joining an 
employers’ association under agreement with the union to secure 
insurance coverage against strikes. Shop strikes are not always 
official strikes. In reality, they are more often shop mutinies. To 
attack this disease has occupied the time and attention of association 
and union officials for several years. The recent award of the 
board of arbitration in the dress and waist industry made after 
weeks of debate and consideration is the most forward step ever 
taken, so far as I know, in any collective agreement either in this 
country or abroad. This new award provides that: 


If in the case of a shop strike, the union shall order the workers to return to 
work and if they shall fail to obey such order, they shall forfert all righis under 
this protocol and shall in addition be subject to punishment by the union to be 
reported promptly to the association.‘ 

If a chief clerk or a deputy or other officer of the union or association shall 
condone or connive at a shop strike or a shop lockout or fail to perform his duty 
wn respect thereto, the organization whose member ir affected adversely thereby 
shall have the right to complain to the other organization and ask for the punish- 
ment or removal of such officer. The failure of such organization to act promptly 
and fairly on such complaint shall constitute a grievance to be presented to the 
board of arbitration. The board shall have power to direct that organization to 
take such disciplinary measures against such chief clerk, deputy or officer, ın- 
cluding fine, suspension and removal from office, as such board may deem proper 

If either organization shall fail to carry out any of the duties required under 
this agreement to be performed by the organization as such, the other organization 
may present such failure ta the board of arbitration a3 a grievance, and the board 
of arbitration shall have power to impose such fine, as in the judgment of the 
board shall seem just or necessary in the premises; the fine to be paid into the 
treasury of the board of protocol standards. 

A willful neglect or refusal to comply with a decision of the committee on 
immediate action or of the board of arbitration by a member of either organization 
shall have the effect of depriving such member of any of his rights under the 
protocol 








4Simular provision operates against the employer in cage of a lockout, 
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I asked the board of arbitration, on bebelf of the employers, 

for the following provision: ` 
If the chief clerk or any deputy shall fail to perform his duty under this 
article, or if any officer of the union shall authorize a shop strike, the union will 
make good all pecuniary demage suffered by the employer in consequence thereof. 


The board declined to give the employers a remedy by way 
of damages. Instead it first established a system of penalties, 
and next, defined the duties of she parties in dealing with shop 
strikes or lockouts. The board makes it clear that an official of 
either organization guilty of violating the protocol is to be disciplined 
upon the finding of the board of erbitration. 

I am not prepared to say that this is as perfect a legislative 
provision as can be devised to meet this evil, but it marks one 
advance. It clearly accepts the principle of organization and 
official responsibility. It definitely fixes the duty of the officers 
of each organization to preserve order and enforce the law of the 
parties’ own making, and it vests in the final tribunal complete 
powers of discipline. When ths import of these provisions is 
fully realized by those who are affected, I am satisfied that they 
will minimize, if not wholly eradizate, shop strikes. 

Next in order of importance to employers is the competitive 
effect of a protocol arrangement. The union has never failed to 
admit the necessity for enforcing upon non-association employers 
the same conditions of labor as are agreed upon with the association. 
The difficulty of making good in the past has come from the absence 
of available machinery for enforcing standards against non-associa- 
tion employers. In the non-asscciation shop the worker and the 
employer could, by private agreement, waive standards, though 
on paper the contract with the union would require the same stan- 
dards as those provided in the protocol. 

The attempted solution of this difficult problem in the revised 
agreement in the dress and waist industry is the creation of the 
board of protocol standards. This board is made up of nine persons, 
three representing the association, three representing the union 
and three representing the public. It has no power to make 
standards. On the other hand, is is given comprehensive power to 
investigate regularly throughout the entire industry and to enforce 
standards to the full extent of the power o? both organizations. 
It is likewise given broad power to settle controversies relating 
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to the application of standards already agreed upon. The scheme 
of its organization has been borrowed from the scheme of the 
joint board of sanitary control—the board which has done such 
effective work in elevating and enforcing standards of sanitation 
and safety throughout New York City in both the cloak and suit 
and dress and waist industries, and is now practically engaged in 
rebuilding and relocating the entire factory district of the city. 
The union is required to file with the board of protocol standards 
copies of all agreements it makes with non-association employers. 
Each of these agreements contains a provision authorizing inspec- 
tion of the shop and examination of the books of account of the 
employer for the purpose of determining whether or not the stan- 
dards agreed upon are actually enforced. There is thus provided 
full opportunity for impartial investigation into the facts in the 
case of the non-association employer as well as in the case of the 
association employer. 

One result of the adoption cf this principle has already taken 
place. The board of arbitration made awards advancing the 
minima standards of wages and reducing the maxima standards of 
hours of labor and of overtime, and the union agreed to enforce 
these awards in all their dealings with non-association employers. 
Later on, the union filed with the board of arbitration and submitted 
to the inspection of the association all of the contracts it had made 
with such employers. Examination of these contracts revealed 
exemptions and modifications sufficient to justify complaint upon 
the part of the association that many of the awards made by the 
board of arbitration had in fact been ignored in the dealings with 
non-association employers. Upon presentation of this evidence, 
the board of arbitration modified and revoked its previous awards, 
adopting the principle that the conditions in the association em- 
ployers’ shops were to be no more onerous than those imposed upon 
non-agsociation employers. Stripping the situation of its tech- 
nical features this means, broadly, that the board of arbitration, 
when presented with the facts, accepts as a guiding principle that 
greater burdens are not to be imposed upon members of the associa- 
tion than the union can enforce against non-association competitors. 

As this new piece of industrial legislation is being put into 
operation, it has already revealed imperfections; one point—the 
expensiveness of its operation—has already become apparent. 


194 THE ANNALS OF THE AMERICAN ACADEMY 


But may we not record the hopeful ~eflection that it marks a distinct 
advance in applying analysis and rageouity to a most troublesome 
industrial problem? 

There is in the needleworking industries another sore spot 
making for acute and difficult situations. That is, the method 
of settlement of piece prices. Piece prices in the dress and waist, 
as well as tke cloak and suit industry are settled by the process 
of haggling, the workers in the s1op represented by their price 
committee, the employer acting either personally or through the 
foreman or superintendent. There are no fixed standards of prices 
to govern, and delay in the settlement of prices makes not only for 
friction, but for great waste. The protocol of 1913 in the dress 
and waist industry took a step forward. While in the cloak industry 
the process af not working upon “unsettled garments” continues 
to this day, ir the 1913 dress and waist protocol it was provided that 
work should not be stopped, but garments should be made with the 
provision that when the prices were settled, they operated retro- 
actively. In the cloak and suit industry, until the award of the 
council of gorciliation in July of 1915, there was no base rate upon 
which the piece rate might be estimated. In the 1913 dress and 
waist protocal a base rate was fixed; that is to say, thirty cents 
an hour was fixed as the base, which, multiplied by the estimate 
of the number of hours it would take an average skilled operator 
to make the garment, would make the piece price on the garment. 
This base rate was determined upon the theory of the average 
skilled operator, and covered a continuous hour of work. In other 
words, it was assumed that an average skilled operator should 
make thirty cents for each continuous hour of work; that, therefore, 
the more skiled operator would earn more than thirty cents an 
hour, and the ess skilled would earn Jess. Assuming that a garment 
would take five hours to make, the piece rate would be $1.50. 
The worker who could make it in four hours would get $1.50 for 
four hours’ work, and the worker who took six hours would get 
$1.50 for six hours’ work. But how were you to determine in 
advance how many hours it would take the average skilled worker 
to make the garment? There was the rub. It presented and 
still presents s most difficult technical problem to solve. In 1913 
the solution accepted was the shop test. Employer and worker 
each selected one person of average skill to test out the garment, 
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and upon the basis of such a test the number of hours was fixed, 
multiplied by thirty cents, and thus established the piece rate. 
Actual experience demonstrated that the shop test was not a practi- 
cable or fair test; it produced conflict and friction, and both sides 
sought a new and better method. The revision of the dress and 
waist protocol presents now the plan or scheme of the test shop. 
The test shop is a place where tests are to bemade under impartial 
supervision, the shop being managed by representatives of both 
the association and the union. The controversy is thus taken away 
from the shop, where it causes friction, to a place where it is to be 
settled impartially by people not connected with or interested in the 
shop. It is too early yet to report upon this experiment. 

Still more important is the application of the “log” or “part 
system” to the fixing of prices. In the Report on Collective Agree- 
ments between Employers and Workpeople in the United Kingdom 
issued in 1910 will be found numerous illustrations of what is known 
as the “log system,” wherein the mechanical operation is split up 
into parts and a definite estimate of time fixed for each part. 
These standards, applied to each job, fix the piece rate. In the 
dress and waist industry, it had been found practicable, for the 
purpose of fixing piece rates, to divide the garment into parts. 
The board of arbitration has now determined that this system shall 
be applied throughout the industry, so far as it can be made workable. 
The importance of this change in reducing the haggling process to a 
minimum cannot be overestimated. When the price committee 
and the employer come now to negotiate, controversy will be 
narrowed down to one particular part of the garment, and this 
particular part, if still in controversy and unsettled, will be sub- 
mitted to the test shop. I do not believe anyone has any hope of 
complete standardization of pieca rates in the industry. The 
variations in each factory are so great, the differences in shop 
efficiency so manifold, that the same rate could not be applied to 
the same garment in every shop. The method and processes of 
manufacture and the condition of operation must be taken into 
account. But, as the result of this innovation, certain processes 
will be standardized for the purposs of fixing piece rates. 

There remains neither time nor space to consider other features 
of the new protocol, such as the registration and regulation of 
apprentices throughout the industry, the pay for overtime work, 


EXPERIENCE OF HART, SCHAFFNER AND MARX WITH 
COLLECTIVE BARGAINING 


By Earu Duan HOWARD, 


Director of Labor for Hart, Schaffner and Marx; Professor of Economics, 
Northwestern University. 


On May 1, 1916, Hart, Schaffner and Marx renewed their 
agreement with their employes for another period of three years. 
There has been very little change in the terms of the agreement, 
the principal provisions being th2 increase of wages of approxi- 
mately 10 per cent, due to the changed conditions in the market 
of labor. The hours of labor were reduced from fifty-two to forty- 
nine per week. This agreement has already been in existence for 
five years and has received the consideration of the Federal Bureau 
of Labor, the Federal Industrial Relations Commission and many 
manufacturers in various industries. . 

Many manufacturers have already come to the conclusion that 
there has been a great change in conditions, and that to meet these 
conditions they must change their methods. Regardless of what 
their theories as to labor unions and industrial democracy may be, 
they realize that it is a condition and not a theory that confronts 
them. ‘To such persons a true statement of the result of any expe- 
riment with new methods of deaing with employes is of tremen- 
dous interest. 

The Hart, Schaffner and Marx principle of dealing with labor is 
not a patent medicine which can be applied under any and all con- 
ditions. Father, it is an attitude of mind and faith in certain prin- 
ciples of right dealing which onze were regarded as a matter of 
faith, but which experience has demonstrated to be sound and 
profitable. 

After a prolonged and costly strike in 1910, which came as a 
great surprise to this company, they accepted the principle that the 
good-will of the employes was as necessary and desirable as the 
good-will cf customers, and that henceforth every effort should be 
made to cultivate this valuable asset. Accordingly, a new depart- 
ment was created which should have charge of all the relations of 
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the company with its employes, ard notking sLould be done which 
affected their interests without the consideration of this depart- 
ment. A very brief agreement for arkitration had been signed 
with representatives of the employes. Afier the decision of the 
Board of Arbitration was reached concerning the wages and hours 
and certain matters o? demands, it was decided to continue the 
board and make it part of the permanent scheme for adjusting 
complaints. 

The plan ig a form of representative government, neither an 
autocracy nor a pure democracy; it avo:ds the domination either 
of a monarch or a mob. All parties whose personal interests are 
involved in the business submit themselves to the rule of reason, 
yielding up all arbitrary authority which conflicts with the prin- 
ciple of right dealing to which all have prcmised allegiance. Rules, 
based on the highest concept of economic justice deliberately thought 
out by men whose judgment at the time #s not blurred by personal 
interest, are considered superior to the personal judgment of a gen- 
eral manager or a business agent. The ideas of democracy given 
out by our schools and universities, by press and platform, are being 
absorbed by workers and being applied Ly them to their own sit- 
uation. If representative government is good in politics, why not 
in industry which touches their interests so much more intimately? 
This is the reason for the restless clamor which underlies the inces- 
sant demand of labor for recognition. And that is the demand we 
have endeavored to meet in the Hart, Schaffner and Marx agree- 
ment. 

Government is nothing more than an effort to remove conflict- 
ing interests from the arena of brute struggle, and to submit them 
to some rational and disinterested agency for adjustment. Whether 
the agency be a court o? a legislative body it still represents a com- 
mon or public interest as against the indvidual interest of claim- 
ants or contestants. 

Experience has shown many times in situations where a con- 
flict of interest appeared inevitable that a plan could be devised 
whereby the interests or both parties might be served without loss 
to either. It happens more frequently than would naturally be 
supposed that one or both parties are mistaken as to their own best 
interests, so that the solution of some difficulties is often much 
easier than appears at first. 


COLLECTIVE BARGAINING 199 


Most industrial conflicts, like the present European War, in- 
volve losses to all concerned all out of proportion to the value of 
the interests at stake. Therefore, any settlement whatever of a 
dispute is likely to be better than open and continuous disagree- 
ment, breeding resentment, hatred, fear and violence. When a 
disputed point is once sett.ed, especially by an authority respected 
by all, it is not difficult to adjust one’s interests to that condition. 

Employers are seldom intereszed in labor agreements and simi- 
lar matters until a strike or some labor traubles force them to con- 
sider some change or amendment to their system of management. 
When the crisis comes and immediate decision is required, they 
find themselves to be led or forced into an agreement entailing seri- 
ous sacrifices and tolerable only because it keeps the business going. 

Labor leaders, on the other Land, are usually experts in these 
matters up to the limit of their ability and intelligence. This is 
especially true in the garment trades at the present time. The 
protocols and other types of agreements in the eastern markets 
have educated a considerable group of leaders in the science of indus- 
trial government. In sheer self-defense the employers are there- 
fore compelled to inform themselves on this subject. 

Under the original Hart, Schaffner and Marx agreement in 
1911, an arbitrator was chosen by each side: Mr. Clarence Darrow 
by the employes, and Mr. Carl Meyer by the employers. Failing 
to secure & third member of the board, the two met together with 
representatives of both sides, and were able to negotiate success- 
fully a two years’ agreement. This provided for an open shop, 
recognized and made compulsory the maintenance of a grievance 
department such as had already been organized, granted a hori- 
zontal increase of wages of 10 per cent to all employes in the tailor 
shops, and specified 50 per cent extra pay for overtime work. There 
was no specific recognition of the union. The Board of Arbitra- 
tion was to continue during the agreement, and to adjust all griev- 
ances referred to it. - 

A complaint department was organized providing a system 
by which any person feeling aggrieved might have an opportunity 
to present his complaint and have it heard and carefully attended 
to. Thus was reëstablisaed the lost personal contact between the 
proprietors of the business and the employes. There are now so 
many avenues through which complaints may be made without 
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detriment to the complainant that the company may feel quite sure 
that no undiscovered abuses can exist. 

The next step which has proved to be of vital importance was 
the centralizing of all discipline. The foremen and superinten- 
dents, who formerly were authorized to mainzain discipline, were 
relieved of this responsibility, and it was assumed by the manager 
of the labor department. Whenever there is any delinquency the 
offender is suspended trom his position and given a memorandum 
for immediate presentation to the discipline officer who is able to 
dispose of the matter in an impartial manner with an eye single 
to the welfare of the whole organisation. There is a growing ten- 
dency at present for many matters of discipline to be referred to 
the workers’ organization, thus giving opportunity for experience 
in self-discipline. 

Leaders among the workers soon appeared, who began to com- 
mand the respect and confidence of the company. Mr. Sidney 
Hillman, a young Russian Jew, exhibited such tact and patience, 
and such good judgmert and administrative capacity, that he soon 
won a personal recognition which later developed into a recognition 
of the organizations he represented. Three years later, after hav- 
ing risen through all the responsible local union officers, he be- 
came general president of the Amalgamated Clothing Workers of 
America. 

After a year it became apparent that a Board of Arbitration 
composed of two lawyers unfamiliar with the technical details of 
tailoring, could not possibly hear satisfactorily all the cases which 
the workers desired to have adjusted by the highest authority. It 
was natural that amorg the eight thousand people taken on after 
the strike to rush out the delayed work soma should prove incom- 
petent. It was also naturel that these should be especially active 
in the union, and, in case of discharge, should clamor for its pro- 
tection, claiming discrimination on account of their union mem- 
bership. 

Such cases were difficult to adjust, and, by mutual agreement, 
another adjusting body was organized, called the Trade Board, the 
members of which were foremen representing the company and 
union employes representing the people. Mr. James Mullenbach, 
then serving as acting superintendent of the United Charities of 
Chicago, was selected as chairman. This board was created to 
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hear all unadjusted and technical cases, and to adjust piecework 
prices whenever changes were required (collective bargaining). 
Appeal might be taken to the Board of Arbitration. Deputies 
were chosen by each side to carry on the ousiness of the Trade Board, 
and to gradually assurne charge of all the relations of the two parties. 

The principal kind of grievances which come up are of course 
with reference to piecework prices, and these are all settled by the 
special committee of the Trade Board; other matters concern dis- 
cipline, delinquencies in workmanship, distribution of work among 
the pieceworkers, salaries of week workers, complaints of over- 
crowded sections, claims of mistreatment and discrimination by 
the foremen, etc. At the beginning the sittings were numerous 
and prolonged, but gradually the decisions became precedents, and 
the deputies were able to adjust many cases on this basis without 
recourse to the Trade Board. The complaints come so informally 
that it is difficult to state what proportion are settled without ref- 
erence to the board, but I should say that 75 per cent are. Of the 
25 per cent which go to the Trade Board, probably one out of ten 
or fifteen are appealed to the Board of Arbitration. Such an appeal 
is taken only when some principle seems to be involved which has 
hitherto been unsettled. Fourteer cases in all were appealed to 
the Board of Arbitration the first year, and these cases necessitated 
choosing a third arbitrator, Mr. J. E. Williams, of Streator, [linois. 

The two-year term of the agreement expired on April 1, 1913. 
The unions, feeling that they could not maintain their efficiency 
under the open shop agreement on account of the disposition of a 
great number of people to enjoy the benefits without contributing 
to the support of the system, demanded a strictly union shop. The 
company felt that the time was not yet ripe for this step, and re- 
fused to negotiate a new agreement upon that basis. The confer- 
ences, which had been held almost continuously, were abandoned 
about two weeks before the end of the agreement. 

The two chief deputies and arbitrator Williams did not lose 
faith in the system which they had so laboriously built up. They 
realized that, with the general feeling of good faith on both sides, 
the right way to avoid an open break existed and could be discov- 
ered. They frankly recognized the impelling motives of each party, 
the need for efficiency of production on the part of the company, 
and the need for sufficient strength cn the part of the union to make 
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itself effective in protecting the wcrker. Without neglecting either 
of these interests, they produced en agreement, the central feature 
of which was the preferential shop. This was so devised as not to 
interfere with the productive efficiency of the shop, while it created 
an inducement for the employes to become members of the union. 
It was calculated to stimulate the unionization of the shops as rap- 
idly as the people were ready for it. Most of the other details of 
an agreement were left for the decision of the Board of Arbitration, 
which, by tais time, possesses the unlimited confidence of all con- 
cerned. 

During this five-year experiment, most of the fundamental 
issues whick arisə in the employer-employe relation have been met | 
and adjudicated. These typical cases have revealed principles 
which may some day help to form an established code of governing 
rules for industry and supplanting the present method of competi- 
tive bargairing and conflicts settled by economic strength. 

The right to discharge rests with the company absolutely. 
In cases of discharge, the burden of proof is upon the employer to 
show that such discharge is necessary fcr the welfare of the organ- 
ization. Ha must show that any alternative action involving less 
hardship or the individual is inadequats. The Trade Board and 
Board of Arbitration may reverse decisions of the company when- 
ever it is shown that there was not sufficient cause for discharge. 
As a rule, men who are delinquent in workmanship are given an- 
other chanca by the Trade Board. The board for a long while was 
very weak with reference to discharges on account of striking, but 
recently they have taxen a much firmer attitude. I refer here to 
the small stoppages of work over disputed questions. I venture to 
say that about half the discharges made by the company are sub- 
stantiated by the Trade Board; of course, it will be understood 
that some of these discharges are made with the expectation that 
they will be reversed, but the disciplinary effect of the whole pro- 
cedure is very good in maintaining discipline. The company as a 
general rule does not object to the Trede Board reinstating dis- 
charged pecple if it gives them a warning and makes it clear that 
any future offense will lead to positive discharge. 

So long as there is an adequate supply of labor available in the 
skilled trades, the employer must not introduce an unreasonable 
number of epprentices into the trade. 
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The ordinary concept of the employer is that labor is a com- 
modity purchasable as other commodities. He strives to get as 
much as he can as cheaply as possible. The job or opportunity to 
work is his private property and the worxman has no claim upon 
it. The new principle gives the worker a right to his job which 
can be defeated only by his own misconduct.’ The job is the source 
of livelihood to the worker exactly as his capital is the source of 
livelihood to the capitalist. In the slacx season whatever work 
there is shall be divided among all as far as practicable. 

Managers who are directly responsible for the efficiency of the 
shop should not be burdened with the responsibilities of discipline. 
This function is one of great delicacy. If badly or unskillfully 
performed it is a fruitful source of antagonisms and personal feel- 
ings, which is like sand in a complicated machine. If, however, it 
is handled with judgment and resourcefulness by an official who is 
detached from an immediate interest in the operation and who can 
lock forward to ultimate results, the function presents great oppor- 
tunities for gaining the respect and good-will of the employes. Dis- 
cipline cases afford the finest opportunities for educational work, 
both with worker and foreman. 

So long as the offending employe is to be retained in the fac- 
tory, any disciplinary penalty must be corrective and no more severe 
than is necessary to accomplish the best results for all concerned. 
Most offenders are victims of wrong ideals or mental deficiencies, 
the remedy for which is not punishment but help and instruction. 
Delinquencies in management can frequertly be discovered and the 
manager or other executive may need the services of the expert 
discipline officer quite as much as the original offender. The offi- 
ciency of the discipline officer should be measured by the propor- 
tion of ex-offenders who have ultimately become competent and 
loyal friends of the company. It is his prime duty to prevent and 
remove from the minds of the people all sense of injustice in their 
relations with the employer, which is the fundamental cause of the 
bitterest industrial conflicts. f 

The great defect in autocratic governments is the lack of ade- 
quate and intelligent criticism. Automatically-governed business 
enterprises suffer from the absenze of their wholesome check. Or- 
ganized employes represented by spokesmen who are protected in 
that function, together with a labor department responsible for 
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the good-wil. and welfare of the employes, constitute a critical check 
-on bad management and the source of valuable suggestion for 
more efficient management. Pieceworkers, especially, are vitally 
affected in taeir earnings by the quality and efficiency of the man- 
agement. Subordinate executives in the factory may conceal this 
inefficiency from their superior officers for a long time, but a system 
of free complaints maxes this impossible. 

The primary tribunals or Trade Board should settle finally all 
disputes as +o facts; appeals should be taken only when disputed 
standards arə involved. Each case before the Board of Arbitration 
is an opportunity to establish one or more standards. Thus, unless 
the industry is one of great changes, the board will find the need 
for its services grow gradually less as both parties learn to be gov- 
erned by standards. The immens= value to an industry of estab- 
lished standerds should reconcile the parties to the time consumed 
in deciding some comparatively unimportant case which happens 
to afford opportunity for creating a standard. The board in such 
cases should get expert and technical testimony from all sources 
through witnesses and committees of investigation, so that the 
work is done once for all. 

We are so habituated to the idea of labor as a purchased com- 
modity or sezvice, that it seems to us quite natural for the price of 
it to be determined by the law of supply and demand through the 
bargaining process. When employes are unorganized, they are 
unable to bergain with a large employer on enything like equal 
terms; when they are organized, the bargaining may take the form 
of industrial warfare. Bargaining cannot be equitable and fair 
unless either party has the right to withhold what he is offering to 
the other. This principle is so true that the courts and legislatures 
have been forced to legalize strikes and picketing, notwithstanding 
the tendency of these measures to subvert law and order and to 
jeopardize th3 right of person and property. 

In the system here described, the rate of wages and piecework 
prices existing at the beginning of the agreement was accepted as 
the basis. Certain horizontal advances were granted to prevail 
during the term of the agreement. At the ənd of that period the 
whole questicn is reopened. If both parties agree to arbitrate this 
major question as the: do all others, the burden is thrown upon 
the board of arbitraticn of finding some governing principle from 
which a rational decisicn may be derived. 


THE ARBITRATION PLAN OF WILLIAM FILENE’S SONS 
COMPANY 


By Josen H. Wiuurrs, Px.D., 
Wharton School of Finance and Ccmmerce, University of Pennsylvania, 


Thoughtful industrial managers are beginning to appreciate 
what havoc the fear of loss of a jcb works in the mind of an employe. 
An ever-present sense of impending calamity spells lack of hope, 
ambition, interest and efficiency. Two of the chief of these first- 
rate creators of doom are the fear of loss through the ending of the, 
job and the fear of dismissal through the unjust and arbitrary act 
of an executive. Significant attention is being given to the lessen- 
ing of these two forms of this evil. The firm of William Filene’s 
Sons Company has, by the establishment of their arbitration agree- 
ment, taken a significant step in preventing arbitrary dismissal of 
employes. 

An Arbitration Board of twelve members is elected semi-annu- 
ally by secret ballot by all the employes of the store. In practice, 
nearly all of the members of this board are from the rank and file, 
only two or three being minor executives. Any employe of the store 
may bring a complaint before the board, covering such cases in 
which he or she “has reason to question the justice of a decision by 
anyone in a higher position or by the corporation or by a Filene 
Cooperative Association Committee or between the employes when 
the difference is in relation to store matters.” 

Some of the other rules follow: 


The decision of the board is final for all cases arising within its jurisdiction. 

In cases of dismissal 2 two-thirds vote of the members of the Arbitration 
Board present at the time the case is heard shall be an order on the store manager 
for reinstatement, provided that a, majcrity of the full board be present. 

\ In all the other cases a majority vote of the entire board will decide the case 

and in cases of salary reduction shall be an order for refund. 

Both parties in the case may be present throughout the taking of evidence. 

The appellant or the defendant may choose a person to help present his case 
before the board or to act es his representative. 


After hearing witnesses called by both appellant and defend- 
ant, and such other witnesses [as it may summon, the board 


makes up its decision, 
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The test of the value of any such plan as this must lie in the 
answer to the question, “How does it work?” No matter how cor- 
rect it may b3 in its theoretical provisions, it can be of little value 
unless the attitude of the firm and the employes is one of ap- 
proval. This arbitration system has been in operation for fifteen 
years. At first the mare axtreme radicas of the employes were 
elected to the board. Since this necessarily resulted, at times, in 
decisions that were not only unfair to the firm, but also unfair to 
the employes, the tendency has develop2d among the employe- 
voters to elect more judicially minded emoloyes to membership on 
the board. The practize of electing such persons and reélecting 
them after thay have been discovered has led to an attitude on the 
part of the toard which is fair to the firm as well as to the indi- 
vidual employe. Accordingly, about 55 per cent of the decisions 
favor the employe, and 45 per cent favor the employer. One of the 
executives of the employment depaztment reports that “in 99 per 
cent of the cases in which tie decision is against us, we are wrong.” 

The importance of the work of the board, however, lies less in 
the decisions that are made than in the decisions and disputes which 
are avoided. The executive who dismisses an employe, for example, 
knows that his act must satisfy the sense of fairness of a group rep- 
resenting the employes alone. Accordingly, he refrains from taking 
an action which he knows will be reversed. Largely for this reason, 
only a few cases come before the board,—only two in the four- 
months’ pericd from June to September, 1916. 

The effect of this situation is to make the executive think 
carefully and try to settle difficulties “out of court.” Rather than 
go before the board and have a pcor cas3 disc_osed, he will per- 
haps have a conference with the emplcyment department, the 
store manager, the employe and the latter’s representative who 
is often the Executive Sezretary of the Employes’ Association. 
If it develops in this conference that the employe is probably in 
the right or that there is some justice on both sides which permits 
of fair compromise with good results, the ease is quite likely to be 
settled then and thers to the satisfaction of both sides, and an 
arbitration case avoided. This can only be done, however, if both 
sides do get satisfaction in this marmer. This pressure tends to 
create coöperation in this way instead of working against it and for 
friction. - 
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Although the contrary might be assumed, this practice of sub- 
jecting the decisions of a departmental executive to a higher review 
involves, in practice, no undermining of the authority of that execu- 
tive over his people. In a recent meeting of the executives of the 
store, a question was raised asking which executives had had em- 
ployes reinstated over their heeds by the board. Nearly all of 
them had had this experience; but, until the cases were brought to 
their attention none of them recalled the experience, so harmoni- 
ously had the reinstated employe been assimilated into the organ- 
ization. 

The definite attitude of the employes is necessarily somewhat 
more difficult to obtain. It is the universal attitude of the em- 
ployes that the board is a court of last resort, to be used only in 
case there is real justice in a claim. Very few of them want to 
come before the board, unless they have a real grievance and most 
employes will not appeal for arbitration, frequently preferring to 
keep their grievance to themselves. Consequently, petty claims 
are not brought up and an employe generally has a really just 
claim of some sort before he will air it before the board. In the 
minds of the employes, however, there exists always this poten- 
tial court of appeal, whose machinery is sufficiently simple to 
make it practicably available. 

Surely, here is a step in industrial democracy which is worthy 
of more extensive attention and investigation. 


THE METHODS OF MAKING LOCAL AGREEMENTS 
EMPLOYED BY THE PATTERN MAKER’S ASSO- 
CIATION OF CHICAGO! 


By F. 8. Darter, 
Northwestern University. 


The methods of bergaining employed by the Pattern Makers’ 
Association of Chicago are in many respects unique in the field of 
trade union experience. It is customary tc look upon a trade union . 
as an association that exists ior the purpose of securing an agreement 
with employers through collective action. The terms of such 
agreements are ordinarily reduced to a written contract which 
govern the conditions of service, in respect to hours, wages, etc., 
for a specified period of time. 

While the Pattern Makers’ Assaciation has a scale, all contracts 
are made with individual employers and the agreements are always 
verbal. The officials or the Chicago association claim that they 
have had but one strike in fourteen years and that this dispute was 
in reality a lockout rather than a strike. The strength of this 
organization lies in three things: 

1. Pattern making is highly skilled work. 

2. The small number of men ordinarily employed in a shop. 
Four or five men is the sual number found in a shop, although some 
shops in the city employ as many as sixteen or eighteen men.” 
The smaller number of men usually involved in a grievance renders 
the financial strain of maintaining these men till the dispute is 
adjusted less severe than for most unions. The largest jobbing 
shop in Chicago is one that the union itself assisted in establishing. 
The importance of this shop to the successful operation of the 
methods employed by this union will be described later. 

3. Because the pattern makers are a small, compact group of 
skilled workmen, organization can be made mcre easily effective. 
The officers of the union estimate that there are about five hundred 

1 The information presented in this article was collected in connection with 
certain investigations made by the author ior the United States Commission on 
Industrial Relations. 

2 According to a statement by the local officers, tine Allis-Chalmers’ plant at 
Milwaukee employs about 200 pattern mskers, which probably makes this the 
largest pattern-making plant in the country. 
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pattern makers in the city of Chicago, and that 95 per cent of these 
are members of the union. On account of these conditions, and 
by means of apprenticeship and other rules, the union is able to 
maintain a more complete control over the supply of labor and the 
conditions of employment than is possible by many larger organi- 
zations. 


In negotiating with employers, the local association exercises 
a large degree of freedom. The laws oî the pattern makers’ league, 
the national union in this industry, do 3et some limits on the action 
of local associations’ affiliated with the national union, but these 
rules do not place a very strict Emitation on local activity. The 
most important rules of the league, are those governing appren- 
ticeship,? those prohibiting members from working on piece, pre- 
mium, bonus, or contract work,‘ and g declaration in opposition to 
strikes, and favorable to arbitration and conciliation as the best 
methods of adjusting grievances® The rule governing the pro- 
cedure in the case of a grievance is as Zollows: the local association 
must, at a specially called meeting, decide by a two-thirds vote of 
the members present, to lay their case before the employers in- 
volved. The association must then notify the general president, 
who, either personally, or some representative of the league dele- 
gated by him, proceeds to the scene of the controversy and en- 
deavors in conjunction with the local executive committee, to effect 
a settlement. Failing in this, a lccal may resort to a strike. This 
rule of the league is of slight consequeace as a means of restricting 
independent local action. The only advantage that would accrue 
to the local by complying with the rule would be the strike benefits 
that the members would receive from the funds of the national 
body. As the number of members involved in any one dispute is 
so small, this rule can have little effect on the determination of local 
policy, even in times of a dispute. The local could carry the finan- 
cial burden of a dispute, in case it saw fit to do so. However, as 
stated above, it is contrary to the policy of the Chicago association 
to engage in strikes. The league has another rule prohibiting over- 
time, “except in cases of absolute necessity,’”’ which means prac- 

3 Const. Pattern Makers’ League (1913), p. 19. 

4 Thid. p. 22. 

s Ibid. p. 7. 

¢ Ibid. p. 17. 

1T Ibid. p. 22. 
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tically nothirg. There are no restrictions on local action in respect 
to wages and hours. 

The wage scale af th2 Chicago Pattern Makers’ Association 
varies for different kinds cf shops. Two principal kinds of shops 
employ pattern makers. First, tke general manufacturing plant 
that maintains its own pattern shop. Some of these shops in Chi- 
cago may employ only two or three men, while others may have as 
many as fourteen to sixteen men. Seccnd, tre jobbing houses. 
Many manufacturing planta find it more economical to let contracts _ 
for their patterns, rather than to attempt to run a shop of their own. 
The wage scale in the general manufacturing plants is fifty cents 
per hour. Ir some of the jobbing shops the scale is as high as sixty 
cents per hour.® 

Lack of uniformity is found likewise in regard to the hours of 
work. Some plants work as few as eigat hours per day, while 
others work eight and one-half and some as many as nine hours 
per,day. The officers of the union stated that the pattern making 
department cf the Ilirois Steel plant works ten hours per day, but 
that this is a non-unior shop and ths conditions rere are unusual. 

The Chicago Pattern Makere’ Association has a peculiar method 
of controlling the wage scale and conditicns of employment. For 
many years when new dercands were mace, the men were told by 
the employers that the business could not stand the added expense. 
The union offcers had no positive evidence as to the accuracy of this 
statement. At the present time, hcwever, the odicials of the union 
can know with reasonable accuracy whaz the cost of a pattern- 
making department should be to the employer. This information 
is obtained through the experience that tke union-has gained from 
its relations with the American Pattern and Model Company. 

This company is incorporated under the laws of Illinois, and has 
been in operation now for s period of six years. The stockholders 
are all members of the Chicago Pattern Makers’ Association. The 
company was formed by a subscription of shares on the following 
terms: the shares were issued in denominations cf $50. Any mem- 
- ber of the Pattern Makers’ Association desiring to take out a share 
of stock in the company coud do so by the payment of $5 down, and 
$1 per week until the faze value of the share had been paid in. In 


3 This scale does not include the wages paid -n the American Pattern and 
Model Company’s shop, which is owned by members of the union. 
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this way the plant became a coöperative undertaking, ownėd and 
managed by members of the Pattern Makers’ Association. This 
company is in direct competition wich all other pattern-making 
establishments in Chicago. In fact, % is claimed that this is the 
largest jobbing plant in the city, as it employs between thirty and 
forty men. The shop is run with stictly union labor, which is 
paid the best wages, and is given the shortest hours possible. The 
latest safety devices are used, and tke general conditions of em- 
ployment are as satisfactory as they can be made. The wage scale 
in this shop is 624 and 65 cents per hoar, according to the grade of 
work, for an eight-hour day, with a half holiday on Saturdays. 
It is claimed that both wages and hous are more favorable than in 
any other shop in the city? 

While this shop is a private corpcration, the peculiar relation 
of the union to its management gives the union a decided advan- 
tage in its bargaining with employers ir other shops throughout the 
city. These advantages may be summarized as follows: ` 


1. Reasonably accurate informaticn concerning manufacturing 
can be obtained. Should an emplcyer etate that he could not afford 
to meet the demands of the men, the octicers of the union would be 
in a position to know whether or not she employer was making a 
correct statement. 

2. Should the employer refuse to accede to the demands, the 
men could be put to work in the shop cf the American Pattern and 
Model Company. From the nature sf this trade, it frequently 
happens that these same journeymen can go to the firm for whom 
they have been working, and secure a centract for the pattern work 
of this plant. The firm has known tha work of this journeyman, 
and, if the firm was satisfied, very often the work will follow the 
journeyman. In this way, the Journeymen may, in case of a dis- 
pute, actually increase the work of the American Pattern and Model 
Company. While it is true that the space controlled by this firm 
is limited, the officials of the union point to the possibility, although 
it hag never been done, of renting additicnal space and of putting the 
men to work, if conditions in the industrz warranted it. Even if the 
men were not put to work, they could be put on strike benefits. 
Whichever way the matter is handled, the effect on the employer 
is the same, for since the union has so lerge control over the skilled 


® The American Pattern and Model Compeny has constructed a new build- 
ing at a cost of $20,000. This new building ha- greatly increased the space and 
efficiency of its work. No dividends have been cclared to date, as all of the earn- 
ings have been put back into the plant and equipment. 
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pattern makers, the employer is practically forced to get any addi- 
tional workmen through the union. New men will not be furnished 
_ except at the rates demanded. ‘This explains why it is not neces- 
sary for the pattern makers to strike. 


The foregoing method can be used even though there is no 
dispute. Whenever the union decides that any particular sbop is 
paying less, sr working longer hours, than it should, the men may be 
withdrawn and put to work in their own shop. When the employer 
calls for moze men, he is informed that the conditions as to wages 
or hours in his shop are not satisfactory. He is told that if he 
expects to hold his man, it will be necessary to pay a little more or 
to give his men better conditions. In this way, the union has used 
its relations with the American Pattern and Model Company to 
improve working conditions for its members. 

The relation of the union to this company gives the union a 
line upon another problem in the industry. For a long time, one 
of the principal menaces to standard conditions was the small 
pattern maker, who would underbid the union scale in order to get 
a job. Having secured the contract he would work long hours, 
` and, if he required help on the job, he would pay the lowest rates. 
More betause of the hours worked than the wages paid, this small 
pattern maker was a disturbing factor to the industry. Two things 
are accomp_ished through the American Pattern and Model Com- 
pany which are very useful to the union in its attempts to deal with 
this problem. Some of these small jobbers are members of the 
union. Frequently this fact is found out through the company, 
in this way. The company has submitted s bid on a job and fails to 
secure it. Being an interested party the officials of the company 
make inquiries as to who obtained the work. Thus, members of 
the Pattern Makers’ Association, who ere inclined to break down 
union stancards, may be detected, and thereafter disciplined. In 
the second place, the jobbers may undertake to cut prices for job- 
bing work, with the view of underbidding the American Pattern 
and Model Company and thus driving the company out of business. 
However, the company has the advantage in competition of this 
character, because it does not have to earn a profit. The stock- 
holders are more interested in continuous employment than in the 
dividends ceclared on their shares. Therz2fore, this company can 
afford to take work at cost oi production and continue to operate 
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indefinitely on that basis. Besides, the small jobber cannot handle 
the larger orders, because he is not equipped either as to space, or 
tools, for handling the larger work, therefore, this kind of competi- 
tion is restricted to the smaller jobs. The power of the union 
through its connections with this company, whether considered in 
its relation to the small jobbing competitor, or to the employer 
unwilling to pay the scale, is in a large measure a potential force. 
How extensively it is used depends upon the urgency of the case. 

In this unique way, a small compact group of skilled workmen 
have organized and carry on regular trade union functions. Agree- 
ments with the employer, while conforming to the normal repre- 
sentative methods through union officials, are more completely 
individualized than is usual in collective trade union action. The 
agreement is always verbal, and because of the character of the work, 
it is frequently in respect to a particular man. It may happen that 
only a very few men are capable of making the kind of pattern 
specified. But whether this be the case or not, the officer of the 
union is called upon to furnish a specified number of men who are 
capable of doing a definite kind of work. Through its connections 
with the American Pattern and Model Company the union holds a 
strategic advantage in its endeavors to protect and improve work- 
ing conditions, that is possessed by f2w, if any, other unions in the 
country. No attempt is here made to argue that the experience of 
this union can be extended successfully to other organizations. 
The information is presented to show what different methods may 
be employed by trade unions as aids in collective bargaining. 


SHALL FREE COLLECTIVE BARGAINING BE 
MAINTAINED? 


By Cari H. Mors, 
Indianapolis, Indiana. 


During the years I was enrolled as a student in college I was 
a member of an intercoilegiate debate team which had the affirma- 
tive of the proposition, “The power of she federal government 
should be extended over corporations engaged in interstate com- 
merce.” It was not until long after the debate was held and my 
team had been beaten that I came tc realiza we had overlooked our 
very strongest argument, namely: That the power of Congress 
had already been extended over corporations engaged in interstate 
commerce and that the act creating the Interstate Commerce 
Commission by which this was definitely accomplished was a matter 
of political and social necessity—an evolution of our industrial 
society. I am not going to overlook a similar opportunity 
to call attention at the outset of this paper to the spread of collective 
bargaining during the past fifty years and to cite this unbroken 
growth of its popularity as a very plausible consequence of its 
inherent merit—as a tangible reason why ‘collective bargaining 
ought to be maintained. 

As a parallel of the case I have in hard, knowing that people 
must eat, I might as well be charged with tke task of contending 
for the maintenance of bake-shops, or, knowing they are possessed 
with religious and educational instincts, of contending for the 
maintenance of churches and schools. Collective bargaining is 
based upon the group instincts of man but in this age it is also a 
normal product of our industrial society which, itself, tends to 
promote group or class consciousness. 

Free collective bargaining means undoubtedly that the dif- 
ferences between capital and labor, employer and employe, shall - 
be solved, if solved at all, by thoss agencies which capital and 
labor, employer and employe, working together and alone, are able 
to provide. In a practical sense, frez collective bargaining implies 
the use of the trade agreement and an unbroken and unending effort 
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at organization until there is a complete federation of all workers 
joined together for a common purpose. We may well doubt 
whether complete amalgamation of the workers is attainable and 
it is best perhaps to consider collective bargaining in terms of 
present or proximate limitations. We have to ask ourselves 
whether the success of collective bargaining as applied approxi- 
mately to 15 per cent of the workers has fully justified itself. 

As a matter of fact, free collective bargaining is not now being 
maintained to any appreciable extent. Collective bargaining 
cannot be said to be wholly free where state conciliation and arbitra- 
tion boards are accessible to parties when collective bargaining has 
failed, or are likely to intervene on their own motion when differences 
have reached the acute state. It cannot be said, in the circum- 
stances, that collective bargaining is free when hours of labor, 
working conditions and even wages are fixed by law. What we 
mean rather is collective bargaining, free from unreasonable legal 
restraints and reasonably free from the operation of other devices in 
the same field. 

We have hours-of-service laws in most of the states, federal 
hours-of-service acts, a great body of laws, federal and state, govern- 
ing working conditions, and fina'ly minimum wage laws in seventeen 
or eighteen states applying to womsn and minors. This mass of 
legislation may be regarded as supplementary to the achievements 
of collective bargaining or as evidence of a distinct and separate 
movement in the direction of greater state interference with labor 
and industry. We may regard the tendency to fix wages, hours 
and conditions of service by law as a supplemental phase of collect- 
ive bargaining or as an alternative. In the measurement of any 
scheme we have to consider its operation from a threefold point of 
view, namely: the elevation of labor, the orderly development of in- 
dustry and the peace of society. It is so with collective bargaining. 

Turning to the realm of mere theories that fail to work, we 
have one setting forth an ideal coridition in which capital and labor 
would codperate for their mutual benefit. This theory appears 
feasible enough until we remember that capital’s wonted policy 
is to pay out in wages precisely what is demanded to maintain 
production at a given rate, and na more; or’ that labor’s wonted 
policy is to collect the greatest wage obtainable for a given service. 
It is because of the conflict that arises at this point of difference 
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that employes organize to do collectively what experience has proved 
they cannot do individually. It is because of this point of dif- 
ference that collective bargaining has become an established fact in 
many industries. 

In the reelm cf mere theories, we have another which takes 
into the assumed partnership between capitel and labor, a third 
which, it is meintained, is most potent of all—the public. “It is 
therefore necessary,” says one writer, “for employers to join 
with employers, for employes to join wita employes, and these 
two with the p2ople to form a triumvirate—and then get busy and 
take the ‘dust’ out of industry.” 

Actually, shis statement is not far frcm a practical solution 
of the problem, although the writer failing to specify just what 
he expects the “people” to do, one is left to speculate with regard 
to the exact nature of their part. The truth is that the “people,” 
except as they have been spurred on by the proponents of trade 
unionism, have not accomplished anything of great moment or 
figured prominently as a solving factor. The “people” make a 
great fuss when the street cars stcp runaing. They denounce 
Mother Jones cr the railroads or both, when coal reaches a prohib- 
itive price and sneer at the labor picket because he does not seem 
to be as busy as the “people” think they are. Otherwise, we have 
to offer on behalf of the “people” the famous Adamson law, passed 
during the last session of Congress with tae avowed purpose of 
avoiding a strike but in the light of recent developments rather of 
postponing it until after a presidential election. This law, the 
only purpose o? which seems to have been a temporary political 
advantage sougat by the party in power, is promised a legal attack 
“equal to the stoning of Achan. 

Nevertheless, a wiser and more vigilant part in the solution of 
our industrial problems—in the elevation cf labcr, promotion of 
industrial progr2ss and the establishment of peace—certainly must 
rest with the “reople,” if we are to proceed satisfactorily. 

From the very nature of the service performed, collective 
bargaining cannot prove very satisfactory as a method of adjusting 
the differences between capital and labor <n the field of public 
utilities. Here regular, prompt and adequate service is of such 
great importance to all the people that na lapse due to strikes 
or lockouts ought to be allowed. OZ course, the employes of a 
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street car company, for instanca, have a right to strike when the 
operating executives of the company decline to hear the grievances 
of the men from their representative committees or to submit differ- 
ences that cannot be adjusted otherwise to arbitration.’ Likewise, 
the operating executives of a street car company have a right to 
deny the demands of their employes when the latter refuse to submit 
persistent differences to arbitration, as the railroad brotherhoods 
did prior to the enactment of the Adamson law. It is at these. 
points especially that the “people” should exercise their inherent 
power—power that exists by virtue of the character of enterprise 
concerned. The “people” ought to intervene for their own general 
good and they ought to be possessed with machinery adequate to 
effect an adjudication. 

Not that the state will ever be able to compel men to work 
but that in extreme cases when its awards have been made, the 
employes of a public utility may have the option of accepting the 
award or of having their places filled by other men. Undoubtedly, 
the state would appear to better advantage in using its police power 
to enforce its own award or order than it does now when the police 
power is invoked to protect “strike breakers” employed by a 
privately-owned enterprise even though the public convenience 
may be involved in both cases. 

Fortunately, we already have the necessary machinery for the 
adjudication of differences between employer and employe in the 
field of public utilities. The federal government maintains the 
Interstate Commerce Commission and practically all the states 
maintain public service commissions. In their respective jurisdic- 
tions, these bodies already have administrative power approximating 
that of wage boards. They already are empowered to fix reasonable 
rates for service, to determine £ standard of service and to super- 
vise and authorize stock and bond issues. Wages, hours and con- 
ditions of service of the men employed in the operation of a public 
utility are so closely related to the element of service from the con- 
sumer’s standpoint that no regulatory body can successfully control 
the latter without regulation of the former. Moreover, what is 
more logical as a corollary of the proposition that regulatory bodies 
in the field of public utilities empowered to supervise rates, service, 
and capital also should supervise wages, which enter into these 
other elernents? 
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Eighteen states already maintain minimum wage boards with 
jurisdiction over the wages of women and minors and this further 
grant of power to the Interstate Commerce Commission and 
to the public service commissions of the states ought to be upheld 
under our present constitutions on practically the same grounds as 
minimum wage laws. 


Outside the field of public utilities, it does not appear that 


we shall be able to find any method of adjudicating the differences 
between employer and employe equal to collective bargaining. 
Within the field of publio utilities, there ought to be as little in- 
terference on the part of the state with employer and employe as 
we may find consistent with the propositior that no lapse of service 
is to be tolerated. 

There can be no doubt that the fight of the trade unions of this 
country to establish the principle and spr2ad the practice of col- 
lective bargaining properly deserves to ranz as the most potent in- 
fluence extant for shorter hours, higher weges and better working 
conditions. Progress in those trades whe-e collective bargaining 
has become an established fact has been especially marked. 

Many other influences, it is true, have functioned to the same 
end but the trade union movement stancs out conspicuously as 


greatest of all. It is upon the principle of collective bargaining _ 


that the trade union movement rests in this country and we shall, 
therefore, have to bear in mind that the achievements of the one are 
achievements of the other; that the history of the one is the history 
of the other. We shall have to bear in mind also that the trade 
unions with collective bargaining as their 3hibboleth “have had to 
fight the lawmakers and the judges, the police power and those who 
usurped police power,” and that “nothing nas been won without a 
struggle.” 5 

In behalf of collective bargaining, it may be urged that three 
million American workmen, more or less, by virtue of their organ- 
ization for that purpose, have been able to maintain a wage scale far 
above that of the unorganized trades; thas the evils of child and 
woman labor have been effectively checkec or eradicated; that 
hygienic, sanitary and safety laws Lave been wrung, one by one, 
from unwilling legislative bodies; that the standard of intelligence 
and of enlightened citizenship within the organized trades has risen 
year by year; that the membership, being tra-ned to service in groups, 
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has learned the lesson of obedience, discipline and team work; and 
finally that the unorganized trades, the 85 per cent of American 
workmen, have benefited either directly or indirectly by what we 
may call the “tyranny of the minority.” So far as the influence of 
collective bargaining is concerned as a factor for enlightened 
citizenship, for obtaining comfortabls wages and sufficient leisure 
for recreation, it stands paramount ir the field of industry. 

The trade union movement may have failed to develop a 
sufficient number of skilled workmen for healthy industrial progress 
because of the collapse of the apprenticeship system, and therefore 
collective bargaining might be seid to be responsible for having re- 
tarded our industrial developmen’. The facts, however, are that our 
failure to train skilled workmen is due more to the direction of our 
industrial development, to the acvent of machine production and of 
extreme specialization than anytiing else. Trade unionists frankly 
admit the failure of the apprentice syssem and in their active support 
of the movement for industria. education are doing everything 
possible to overcome what is being lost in the passing of apprentice- 
ship. 

Australian and New Zealand experiments—experiments carried 
on in an industrial society far less complex than our own—show con- 
clusively that compulsory arbitration is merely a name; that the 
state in extreme crises is unable to compel men to work when 
otherwise disposed; that actually the device is a failure when 
applied to cases where it is most needed. Compulsory conciliation 
and arbitration “does not compel, tt does not conciliate, neither 
does it arbitrate. Like the peddler’s razor, it was made to sell 
and not to shave.” Compulsory arbisration is opposed by organized 
labor and by organized and unorganized employers. In the general 
field of industry it will not operate because men cannot be compelled 
to work against their will and besides it is an instrument of doubtful 
merit even though it might be made effective. 

Compulsory investigation, a device used in Canada since 1907, 
where it applies to transportation, communication, mining, gas, 
light, water and power enterprises, is open to practically every 
objection to be urged against compulsory arbitration and in theory 
at least lacks the advantages that would flow out of compulsory 
arbitration, assuming that the parties to an industrial controversy 
could be compelled to arbitrate their differences and to abide by the 
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awards of a board appointed against their will. Nine years’ 
experience with compulsory investigation in Canada shows a high 
percentage of failure to avert strikes as well as numerous instances 
where the law was disregarded altogether in calling strikes. It is 
quite as objeccionable to organised labor as compulsory arbitration. 
President Wi-son’s program announced in connection with his 
recommendation of the Adamson bill, and renewed in his recent 
message to Congress, which includes the ena2tment of a law after 
the plan of the Canadian Industriel Disputes Investigation Act, 
was scarcely published in the newspapers until Mr. Gompers 
attacked it. Obviously, Mr. Gompers was waiting until after 
the election for the main assault. The Canadian law, framed 
obviously on zhe admitted principle that men cannot be made to 
work when they will otherwise, does, as a matter of fact, undertake 
to compel them to work during a certain period, pending investiga- 
tion by official authority, and to that extent is open to the same 
objection as compulsory arbitration. 

Of course. it is legally possible to fix wages, hours and working 
conditions directly by law, but menifestly this is an impossible 
task in practize and one altogether beyond the normal functions 
of legislative kodies. Until the enactment of the Adamson law, it 
was definitely understood that organized labor and the American 
Federation of Labor, especially, were unalterably committed to the 
principle of collective bargaining and unalterably opposed to all 
other methods of regulating wages and hours. 

The 1915 convention of the American Federation of Labor 
defeated a resolution of socialist origin advoceting direct legis- 
lation to obtain the eight-hour day and reaffirmed a resolution 
adopted at the 1914 convention, of directly opposite purport. In 
part, this resolution was as follows: 


The American Federation of Labor, as in the past, again declares that the 
question of the regulation of wages and hours should be undertaken through 
trade union activity, and not to be made subjects of laws through legislative 
enactment. It cannot be overemphasized that the wage-sarners must depend 
upon their economic organizetions for securing a shorter work day. k 
To secure & shorter work day by any other method makes it necessary for the 
wage-earners to delegate to ather authoritizs other things which vitally affect 
them, and which constitute a limitation upon their activities and their rights, 
and thus finally lessen their freedom. 
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It is a fact that in so far as legislative bodies assume the func- 
tion of limiting hours and fixing wages, collective bargaining will 
have to be given up and it is in the railroad train service that 
collective bargaining has attained the zenith of its power. The 
Adamson law was badly framed and in all probability present trade 
agreements will be abrogated or modified to suit the railroads. 
Worst of all, conditions attending the passage of the Adamson act 
have weakened the brotherhoods before the public and in the 
event a strike is finally called there will be a general want of sym- 
pathy with the strikers’ cause. Cut of all this, however, we may 
hope that the Interstate Commerce Commission may be charged 
with complete jurisdiction over wages and hours in the railroad 
service, a natural and inevitable disposition of the problem. 

There are strong indications that the railroad brotherhoods, 
who would now be violently opposed to surrendering any part of the 
wage-bargain function, took a step in accepting the Adamson law 
from which there is no returning. Having already estranged a 
considerable number of trainmen in an effort to coerce them into 
blind support of the Adamson act, the brotherhood leaders will 
have seriaus difficulty now in effecting an orderly retreat. 

The railroad brotherhoods are conspicuously a non-striking 
organization. This is their histcry. It is true that they have 
engaged in strikes, but a strike nevertheless is the exception. Not- 
withstanding the seriousness of the indictment and the hesitancy 
with which it is brought, I am persuaded that the strike vote 
preceding the recent surrender to political domination by Congress 
and the President of the United States, was a “frozen” vote, and 
that the brotherhoods surrendered only because they believed it 
would, may I say, save their own hides? It is a regrettable fact 
that the brotherhood leaders wer2 willing to practice a colossal 
deceit on their membership. Finally, it may be said in all 
fairness and justice, that they deserve what they eventually will 
receive, the condemnation of their own membership and of the 
public generally for delivering over their organization to a political 
party as a part of a political bargain. The condition in which the 
brotherhoods find themselves suggests the beginning of an attempt 
to handle the wage question in the field of public utilities in an 
altogether new way. The beginning might as well be made with the 
railroads doing an interstate businass. 
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` As a practical proposition, outside the field of public utilities, 
we have nothing that can take the place cf collective bargaining, 
and we shall therefore have to content ourselves with whatever 
advantages the trade agreement offers and provide ourselves against 
whatever disadvantages it entails. To this and we ought to legalize 
fully employers’ and employes’ asscciations and to recognize them as 
our greatest security against destructive labor struggles. We ought 
_ to encourage associations of both groups and extend to them what- 
ever protection the law can afford. In this evant, we shall havea 
democratic approach to the solution of our problem and therefore 
a reasonably satisfactory solution because the parties most inter- 
ested will have had a voice in reaching the solution. 


- FEDERAL ARBITRATION LEGISLATION 


By L. E. HOFFMAN, 
Little Rock, Arkansas. 


Under the Constitution of tha United States the power to reg- 
ulate interstate: commerce is delegated to Congress, limiting to the 
several states the control and regulation of commercial intercourse 
wholly within their respective borders. The most general common 
carriers transporting commerce between the states are railroads, so 
legislation to prevent interruption to interstate commerce may 
properly be confined to them. 

The first noteworthy interruption to railroad communication 
because of zontentions between carriers and their employes occurred 
in the histcric strike of 1877. Notwithstanding considerable injury 
and inconvenience resulting to participants and other citizens, 
Congress took no official note of the fact until the act of October 
1, 1888, which authorized the selection and appointment of ar- 
bitrators upon the written proposition of either party to a contro- 
versy involving interstate carriers and their employes. This act 
provided that one arbitrator should be chosen by the carrier, one by 
employes and a third should be selected by these two arbitrators 
representing the parties to the controversy. This board had power 
to administer oaths, take testimony and investigate, mediate and 
arbitrate. The act also empowered the President at his discretion 
to select two commissioners, one £t least to be a resident of the state 
in which zhe controversy arose, who, with the Commissioner of 
Labor, would constitute a temporary commission to examine causes 
of the controversy, conditions accompanying it, and the best means 
for adjusting it. The services of such commissioners could be ten- 
dered by the President voluntarily, requested by either participant, 
or even applied for by the executive of the state in which the 
difficulty arose. 

Decisions of an arbitration board, also the findings of a com- 
mission, were to be made public, but the contesting parties might 
elect to abide by or disregard the decision reached, since the law 
placed no restraint whatever upon either party. However, no 

£23 
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effort was ever made to utilize its arbitration feature and but one 
commission was created to report upon a strike—that of 1894. In 
view of the restricted scope of this law it was repealed when the 
more comprehensive statute known as the Erdman Arbitration 
Act was passed June 1, 1898. 

The Erdman Act applied to railroads and employes actually 

engaged in train operation, thereby embracing conductors, brake- 
men, engineers, firemen, switchmen and telegraphers. It provided 
that whenever a controversy seriously interrupted or threatened to 
interrupt intarstate commerce, the chairman of the Interstate Com- 
merce Commission and the Commissioner of Labor should, as medi- 
ators, upon request of either party, or both, use their best efforts by) 
mediation ard conciliation to settla the same amicably, but if un- 
successful, they should endeavor to have the controversy arbitrated 
under provisions of the act. In case of arbitration, a board of 
three members was to be selected as follows: one member to be 
named by th2 carrier; a second by the labor organization or com- 
mittee represanting the employes; end a third to be chosen by these 
two within five days. In case of failure to select the third arbitrator 
in this mannar, he was to be named by the mediators. As a rule 
the selection of the third arbitrator proved difficult, since he had 
to be accepteble to both sides and in several instances when chosen 
was unwilling; or not in position, to serve. A copy of every agree- 
ment of arbitration after its execution by the contending parties, 
and being duly acknowledged before a notary public or clerk of 
a district or circuit court of the United States, was filed with 
the Interstats Commerce Commission for record. 
i Attempts were made, but without success, to invoke the pro- 
visions of this law in 1899 and in 1906. From 1907 to 1912 in- 
clusive, the sarvices of the mediatcrs were made use of more fre- 
quently. In 1910 sixtean applications—the maximum in any one 
year—were made to the mediators for their friendly offices. From 
the passage o: the law to December 31, 1911, a total of forty-eight 
cases were handled by the mediators, of which twelve were arbi- 
trated. In only three of these cases were the two arbitrators able to 
agree upon ths third, thus necessitating that the two mediators se- 
lect the arbitrator. 

After the arbitration board had been duly appointed, the statute 
required them to commence their hearings within ten days and 
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conclude their investigation and arnounce the award within thirty 


days from the time of appointment of the third arbitrator. Pending 
the arbitration, the status existing immediately prior to the dispute 
remained unchanged, except that no employe should be compelled 


to perform service without his consent. Upon completion of their . 


work the arbitrators filed their award, with all papers, proceedings 
and testimony, in the clerk’s office of the circuit court and their 
finding was conclusive upon both parties, unless temporarily 
suspended pending disposal of exceptions filed by either party 
within ten days thereafter, or unless the award was set aside for 
error of law by the circuit court or on appeal therefrom 
to the circuit court of appeals, whose decision was final. The 
law provided that employes displeased with the award should not 
quit, nor employers dismiss their employes within three months 
after such award was made, without giving each other thirty days’ 
notice in writing of their intention. The award remained in effect 
for one year after it went into practical operation, and no new ar- 
bitration upon the same subject between the parties to the original 
controversy could be had within the year unless the award was set 
aside by a court of proper jurisdiction. The law provided no pen- 
alty in case the parties involved failed to comply with the findings 


of an award, but there was never an instance where either party > 


disregarded the award of an arbitration board. 

Other provisions in the act were: employes individually 
should not be heard by arbitrators unless the complaining employes 
constituted a majority of that grade and class in the service of the 
same employer; pending the outcome of the arbitration the em- 
ployer should not discharge any employes, parties thereto, without 
sufficient cause, nor should an organization representing the em- 
ployes order, aid or abet a strike; in every incorporation under 
United States statutes it must be provided in the articles of incor- 
poration, constitution, rules and by-laws that members should be 
ousted in case they used force or violence during strikes, lockouts or 
boycotts, or sought to prevent others from working through vio- 
lence, threats or intimidations; individual members should not be 
liable for the acts, debts or obligations of such incorporations or vice 
versa; and further, the act made guilty of a misdemeanor subject 
to stated penalties, any employer, officer or agent who required an 
employe to agree not to become a member of any labor organization, 
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or who threatened loss of employment, or discriminated against 
any employe because he belonged so or might become a member of 
a labor organizatior, or required an employe to contribute to any 
fund for charitable, social or beneficial purposes, or release his em- 
ployer from legal liability for personal injury by reason of benefits 
received from such fund beyond the proportionate benefits resulting 
from the employer’s contribution to such fund; or who, after having 
discharged an employe, attempted or conspired to prevent such em- 
ploye or any employe, voluntarily quitting his position, from ob- 
taining employment. Only one provision of che law specifically 
referred to employes as individuals who were not members of 
labor organizations; all other provisions related to organized as 
well as unorganized labor. 

Under the law she’ mediators had no authority to intercede 
in any controversy, and could do so only upon request by one of the 
contending parties, provided the other agreed to accept interven- 
tion. Therefore, employes might quit or strike and carriers declare 
a lockout in the same manner as before the act was passed. Should 
one of the contestants decline to accept mediation or arbitration, 
there was no provision compelling him to submit. 

The increased duties of the chairman of the Interstate Com- 
merce Commission made it imperative that he be relieved of the 
work of mediator, and consequently, effective March 4, 1911, the 
President was authorized to designate from time to time any member 
of the Interstate Commerce Commission, or of the then Court of 
Commerce, to exercise the powers and duties imposed upon the 
chairman of the former. Accordingly, the presiding judge of the 
Court of Commerce, who had previously been a member and chair- 
man of the commission, was appointed to exercise such duties. 

Only three arbitrators could be chosen under the Erdman Act 
and as the arbitrators selected by each of the contestants would 
naturally favor, even though unintentionally, the party who ap- 
pointed them, the third arbitrator, therefore, was to a greater extent 
the sole judge of the points at issue. This fact, with other ex- 
ceptions, together with results in several arbitrations that were un- 
satisfactory to both carriers and employes, led to agitation for a 
revised law to overcome the objectionable features of the Erdman 
Act. After extended negotiations between railroad officials and 
conductors and trainmen of the eastern roads, witt little prospect of 
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settlement, a conference was arranged at the White House July 
14, 1913, at which railroad presidents and representatives of the 
railway brotherhoods were present, for the purpose of reaching an 
understanding as to their respective recommendations for strength- 
ening and revising the existing law, and settling the pending differ- 
ences under the revised statute. 

The substance of the agreement reached was incorporated the 
following day into the Newlands Act, which repealed the Erdman 
law. While re-enacting the majority of the provisions of the Erd- 
man law relating to mediation, the Newlands Act provides for a 
permanent United States Boarc of Mediation and Conciliation, 
composed of a commissioner who devotes his entire time to that 
office, an assistant commissioner. and two other officers of the gov- 
ernment. The Newlands Act also provides that when controver- 
sies threaten interruption of traffic, either or both of the parties 
involved may request the services of the board, which is also au- 
thorized to proffer its services to the parties when the public interest 
will likely suffer. An arbitration board may consist of three or six 
arbitrators, as the contending parties elect; if three, they are chosen 
as they were under the Erdman Act, but when six are desired, two 
are selected by the carriers, zwo by the emplcyes, and these four 
are empowered to choose the remaining two, out failing to do so 
within fifteen days after they first meet, the latter two, in case 
neither has been agreed upon, shall be named Ly the Board of Me- 
diation and Conciliation. 

The Newlands Act became effective July 15,1913. From that 
date until May, 1916, fifty-six controversies have been adjusted by 
the board. Of this number forty-five were settled by mediation, 
and eleven by mediation and arbitration. In twenty cases em- 
ployes made application to the board for its services, in thirteen 
cases, the railroads and in fiftean the railroade and employes made 
joint application. In eight instances, the board proffered its 
services, which were accepted. 

With a permanent Board of Mediation and Conciliation, and 
with three or six arbitrators now optional, instead of only three as 
formerly, better results can be expected since the larger number is 
usually chosen, and the reasoning and conclusions of six persons 

are preferable to that of three. However, even with the advantages 
of the present law, the board has no power to require the parties to 
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a controversy to accept its services or postpone a strike or lockout 
until the diferences may be properly investigated and the facts 
furnished the public. A striking example of this fact is the con- 
gressional action of September 2, 1916, passed as a last resort to 
avert an impending strike of far-reaching magnitude. Excluding 
the temporary restraint contained in this legislation either the 
railroads or their employes may, at any future time when they de- 
cide that their best interests would warrant and their resources 
are sufficient, declare a general strike or lockout, and resort to a test 
of strength, thus ignoring public opinion, the greatest arbiter of 
justice the world has yet known and inflict untold injury and 
suffering upon the greater majority of our citizens who would only be 
indirectly parties to such a controversy. 


WHY I BELIEVE THE INTERSTATE COMMERCE COM- 
MISSION SHOULD HAVE POWER TO FIX 
WAGES AND HOURS OF LABOR ON INTER- 
STATE CARRIERS 


By O. W. Unprrwoop,: 
United States Senator. 


You have asked me why I believe the Interstate Commerce 
Commission should have the power to fix wages and the hours of 
labor on interstate carriers. 

I might answer you that th2 rights of society and the progress 
of civilizetion demand it. It would be a captious answer and yet 
it would tell the truth. ‘ 

Since the dawn of civilization the laws have been written to 
protect the rights of property. Courts have been established to 
interpret the law and determine what man’s rights were under the 
law. No one questions that a dispute about property should be 
finally settled in the courts. Should either side to such a contro- 
versy resort to force instead of the law the strong arm of the govern- 
ment would intervene and punishment would swiftly come to the 
party at fault. . 

Centuries have piled on centuries without the law’s recognizing 
the right of labor in the aggregate to have a court determine what 
was a fair and reasonable wage, with the resultant effect that when 
labor was dissatisfied with the wage paid, its only recourse was to 
quit work. When there were few men employed and there was 
opportunity for other employment, this was not a serious hardship 
to the employer or to labor itself, nor did it endanger the peace, hap- 
piness and prosperity of the public at large. But when hundreds of 
thousands of men are enaged for work under the same terms and the 

same conditions, and are paid the same wage, then it is practically 
“ impossible for one of the men employed in such a service to secure a 
raise of wages, on his individual merits, as long as he remains in the 
service because the individual equation is lost in the necessity for 
uniform hours of service and rates of wage, and if he is not satisfied 
with the terms of his employment he can only separate himself from 


his occupation. 
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On the other hand, if the men engaged in certain occupations 
are united in s society or labor union for the improvement of their 
condition and the increase of their weges and they make demands on 
their employer that he is not willing to accept, the only recourse 
that they hava, unless there is a mutual agreement to arbitrate the 
questions in dispute, is to declare a general strike, with all the re- 
sultant injury both to themselves and their employer: loss of wages 
and distressed. conditions in the home on one side, and loss of busi- 

‚ness and the destruction of property on the other. And arbitration 
is merely the establishment of a court, not by law but by the parties 
to the controversy, to pass on the points at issue. Strike conditions 
are always was*eful of time and money, dangerous and disorganizing 
to human society even where they are localized in area, and resultant 
effects. But when the controversy goes far afield and involves not 
only the man who earns his bread by nis daily toil and the man who 

- has his money invested in the property that is giving employment 
to labor, but also, as was threatened recently, when the public is 
more seriously affected by a war between labor and capital than is 
either labor or capital, then the time has come when neither of the 
primary parties to the controversy has interests involved that should 
be considered in preferance to that of the public, which has a right 
to demand that in the settlement cf all such controversies the public 
interests shall be fairly and justly considered. In controversies 
involving the hours of labor and the rate of wages on the great rail- 
road companies of America, no one can deny the importance of the 
questions involved to the men who do the work. Nor can it be 
denied, since at least 4€ per cent of tha cost of operating and main- 
taining the trarsportation companies of the United States is labor 
cost, that the invested capital in these companies has great interests 
at stake in determining what is a fair and reasonable wage for its 
employes; especially when the employer has no power under the 
law to fix the price of the product of his industry, the law itself 
fixing the price Zor which transportation of passengers and freight 
must be sold. 

To state the equation differently, the law, act-ng through the 
Interstate Commerce Commission of the United States, fixes the 

-~ rates of transportation for freight and passenger service and limits 

the earning capscity of the railroad companies. It is, therefore, 
apparent that if the expenses of the railroad cornpanies are greatly 
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increased, either by reason of increased interest on their bonded 
indebtedness, increases in taxes, increases in the cost of supplies, or 
increases in the rate of wages, a profitable business may be changed 
to an unprofitable one, success into bankruptcy; unless the Inter- 
state Commerce Commission grants the transportation companies 
the right to increase their rates of transportation so as to meet as 
fully ag may be necessary the increased cost of operation. If this 
is done, of necessity the increased cost falls on the public; the 
shipper and the traveler must bear the burden. When a contro- 
versy that involves the increased cost of transportation arises 
between employers and employes, surely the rights of the public are 
at stake as much as the rights of the principals to the controversy. 
Should these differences be settled as has been the case in the past 
without the opportunity for intervention on the part of the shipper 
and traveler, manifestly their rights have not been protected but 
have been ignored entiraly. 

For the interests of the immediate parties to the controversy 
and all of the rights for which they contend are not commensurate 
with those of the general public. You may say that the rates of 
wages on the inland transportation companies of the United States 
amount to more than the annual expenditures of the federal govern- 
ment. You may say that the capital invested in the railways of the 
United States amounts to more than fourteen billions of dollars. 
You may say that the daily wage paid to 1,800,000 railroad employes 
affects tHe lives of 8,000,000 people. On the other hand, you may 
say that the fourteen billions of dollars representing the capital 
of the railroads of ths United States is not owned by a few million- 
aires, but is in the hands of the savings banks, the trust companies 
and the insurance companies of America; that the investment bank 
takes care of the savings of the frugal public; that the reserve funds 
of the insurance companies guarantee the policies that protect the 
homes of millions of the good citizens of the republic; that the trust 
company manages the estate of the widow and orphan. However, 
both sides of this controversy must pale into insignificance when you 
recall that the productive capacity of the industrial workmen of 
America amounts to more than thirty billions of dollars each year 
and that this productive capacity is of no value until it reaches the 
market of the ultimate consumer; markets which must be reached 
by transportation st least a part of the way over the railroad lines 
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of America. To stop transportation for an hour must of necessity 
paralyze industry for the same hour; -to szop transportation for a 
week would nct only stop industry for a week, but would throw out 
of employmen; millions of men who are dependent upon industry 
for their daily wage. To stop transportation for a month in the 
United States would not only destroy industry and deprive labor of 
employment, but would produce a scarcity of the necessities of life 
that would cause actusl suffering to the hundred millions of people 
in continental United States. Therefore it would be idle to contend 
for a moment that either the labor or the cap:tal employed in inland 
transportation has an interest in the matter cf the stoppage for any 
cause of the mavement of railroad trains thet is at all comparable 
with the interest of the whole people of the United States. 

And yet it is claimad by some in this twentieth century since 
the birth of Christ, in this day when both labor and capital encroach 
upon the rights of free men, that the cnly parties who are entitled 
to be heard in a sontrovarsy as to whether wages shall be increased 
or the hours of labor lessened are the men who work on the rail- 
roads and the m2n who represent the capital invested in the rail- 
roads; that for others to intervene is to interfere with the privileges 
of the contending parties; that, like two battle chieftains of old, 
these two parties alone are entitled to divide the spoils of war. 
In this era of acvanced civilization, must w2 admit that, if the 
contending forces of labor and capital-cannot agree as to the matter 
in dispute, they ere entizled to resort +o the wage of battle and 
fight out their controversy by blocking the channels of trade, by 
stopping the natural flow of the nation’s commerce, by paralyzing 
the industry of tha people of the United States and by bringing 
distress and starvation to the homes of the innocent people of 
America? 

This has been the view point of the past, but as sure as man 
was born of womar, a new birth has come to tke thought and the 
life of the people of the Un:ted States. A reactionary labor leader, 
or a predatory capitalist, may contend for such positions in the | 
future, but the enlizhtened thought of clean Americans will wash 
their hands of the brutality of such transportation controversies 
for the future, and demand of the government of she United States, 
in no uncertain tones, that the same governmert, which protects 
us from a foreign foe, which was established “to form a more perfect 
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union, establish justice, insure demestic tranquility, provide for the 
common defence, promote the general wellfare and secure the bless- 
ings of liberty to,ourselves and our posterity,” shall maintain a 
permanent court in this land where the controversies of all men re- 
lating to the commerce among the several states, or to the instrumen- 
talities of such commerce, may be heard, and where the rights of all 
the people of the United States may be fairly and justly protected. 
This of necessity is the step forward, and this is the step that must 
be taken. To say. that an organization of 400,000 men can stand 
in the way of the happiness and prosperity of 100,000,000 people is a 
proposition that cannot be contended for and maintained in any 
public forum or sustained in the hearts of the people of the United 
States. 

Then how can the proposition be solved fairly to all concerned? 
We are not prepared without investigation and consideration to say 
that labor employed by the ra‘lroad transportation companies of 
America is receiving its full and fair return. We know that there 
are some employes on the railroad that are receiving low wages, and 
probably an inadequate pay for the service rendered; we know that 
their wage has not been increased proportionately with the increased 
cost of living. On the other hand we know that some of the em- 
ployes of the transportation companies are receiving a wage that 
not only supplies their wants, but enables them to live in comfort and 
even in luxury with few hours of work. As to whether the recent 
controversy of the men, demanding ten hours’ pay for eight hours’ 
service was just or unjust is not a problem that the public or the 
Congress of the United States is equipped to decide. There can 
be but one way out, and that is to appoint a tribunal with the 
power to adjust these matters, which has the time to consider and 
the opportunity to know the facts. Such a tribunal must not only 
have the power and be prepared to do what is right and just by the 
labor employed on the railroed, but must have authority and power 
to see that invested property is not confiscated by its decisions. For, 
should you confiscate the property of the transportation companies 
of the United States, you bresk down transportation in the same 
way that you would break it down with a strike, with resultant 
injury to the public at large. 

A tribunal of this kind must also have the authority and op- 
portunity to consider the rights of the shippers and travelers of 
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America whe in the last analysis must bear any increased burden 
that may fall on the carriage of property or persons over the trans- 
portation lines. This tribunal must have the authority and power 
to protect the rights of the whole people of the United States against 
the recurrencs of lockouts and strikes. What body then is most cap- 
able of determining «ll these questions and fairly adjusting them to 
the interests of all parties concerned? A Board of Arbitration to be 
appointed by the employers and emzloyes of the railroad companies 
of the United States will only look to the matzers in dispute between 
the contending parties, and will not have in mind the ultimate rights 
of the public. The ganeral courts of the land are not equipped 
either with the knowledge or the power to obtain information in 
reference to the cardinal facts that must decide the controversy. 
If you want a final and fair adjustment of such a controversy, you 
are practically driven to leaving the decision to a commission 
that bas full and- ample opportunity to investigate the rates of 
wage, the earning power of the transportation companies, the burden 
that rests on she shipping public, and, after a fair and full investi- 
gation to determine; first, what is a fair and living wage for the 
men, and to bow great an extent a fair and living wage may be in- 
creased to engble the toilers to secure the higher ideals of life and 
living; second, how far this charge can be placed on the capital of 
the corporation without breaking it down, destroying the value of 
its securities, >ankrupting its property, and taking away from the 
investing public a fair return for capital invested; third, how far 
an increased charge foz labor, interest, or supplies can be handed 
down to the public without doing injustice to the shipper and trav- 
eler, and without becoming a menace to the development of the 
industry of the country. All of these questions must be determined 
by @ court or by an independent commission, but their findings, 
except in so far as they may determine the rate of wage that must 
be paid by the railroad companies, and the rate of wage that must 
be received by the men if they continue their employment, will be 
academic because they will have no power to operate on the side of 
the problem in which the general pudlic is interested. The power 
to determine what are just and reasonable rates for the transporta- 
tion of persons and property over the interstate railroads of this 
country is fixec by law in the Interstate Commerce Commission of 
the United States. This commission alone can determine whether 
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the rates shall be increased and whether a charge made against 
the railroad company shall remain a charge on its capital or whether, 
in justice and fair dealing, it shall be handed on to the shipping and 
traveling public. 

It is, therefore, clear to me that the same power that has the 
right to fix the rates of transportation should have the power to 
fix the rates of wage and the hours of labor on the great transpor- 
tation companies of the United States, and that this power and this 
duty should be given irrevocably to the Interstate Commerce Com- 
mission in order that it may do justice betweer employer and em- 
ploye. The granting to the Interstate Commerce Commission of 
the power to determine the hours of labor and the rate of wage will 
solve the problem for the future. Men cannoz strike against the 
decrees of the government. After a fair determination of the con- 
troversy ‘by an impartial tribunal, public senciment would force 
the contending parties to accept the verdict rendered as final. It 
must be so in the interest of the happiness of ths men involved, the 
prosperity of the people and the peace of the nation. 

Until recently the court of arbitration has occupied the same 
position in labor disputes that the white flag holds in international 
law. Both have been the pledge of a higher civilization and their 
abandonment portends ill to our future progress along lines that 
lead to the high ideals. The settlement of disputes by arbitration 
should not be abandoned. It is a step in the direction of law and 
order, but it is only the half way house to the final solution of the 
matter we have under consideration. Arbitration cannot solve 
the greater question of the public rights, and it calls for a contro- 
versy before it can be adopted as a settlement of the pending issue. 
Labor has heretofore appealed to the Congress to fix the hours of 
labor and the rate of wage in gainful occupations. The Supreme 
Court of the United States has held that the Congress may by law 
regulate the instrumentalities of interstate commerce, and there can 
be no question as to the constitutional right of the legislative power 
to do so. Let us hope that the Congress will do its full duty and 
remove this question from the field of uncertainty by giving ample 
authority to the Interstate Commerce Commission to decide these 
questions. 

The Congress has recently passed a law temporarily granting 
ten hours’ present pay for eight hours’ work in the future, with 
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standard. pay for all overtime to the men engaged in the movement 
of trains; it is said that this increase in wage amounts to 25 per 
cent of the amount formerly paid and will go to about one-fourth of 
the men employed by zhe railroad companies. The combined pay 
roll of the railroads in the United States amounts to $1,005,277,249. 
If the Congress should grant a like increase to all the men employed 
by the railrocds it would amount to something like a quarter of a 
billion dollars. Such an amount of necessity must be paid by the 
public or cerzain if:not most of the railroads would go into the 
bankruptcy court. The railroad men involved have heretofore 
received fair wages, the average deily wage-in the United States 
having been for engineers, $5.40; conductors, $4.60; firemen, $3.25; 
and other tranmen, $3.15. Under these conditions it is only just 
and fair that zhe public, which in the end must pay the bill, should 
be represented in the court of final arbitration. And where else 
can the public have its day in court if the rate of wage and the hours 
of pay are not determined by the Interstate Commerce Commission? 
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received the general sanction of society. Perhaps the statement 
that the monopoly character of railroads and public utilities has 
been generally recognized by society would be subjected to the same 
kind of criticism; for if we examine carefully the constitutional, 
statutory and franchise provisions under which railroads and public 
utilities are operating in the various parts of the United States, 
we shall probably stil. fmd a great preponderance of provisions in- 
tended to preserve competition and prevent monopoly over the 
provisions which may fairly be said to contain a recognition of 
monopoly as the natural and appropriate status of these enterprises. 
Indeed, the rejection of general eight-hour laws by the electors of 
certain western commonwealths could be paralleled by the adoption 
of competing public utility franchises by pcpular vote, and by the 
recorded opposition of the people and thir representatives to the 
establishment of monopoly in railroad service. ‘Therefore, while it 
may be truthfully said, I believe, that the praponderant opinion 
of those who, through actual operation of these enterprises, through _ 
scientific study of them or through responsibility for the intelligent 
protection of the publ‘c interest in connection with them, have been 
in a position to form a sound judgment on the issues involved, is in 
favor of monopoly as against competition, it cannot be said with 
any degree of assurance that if a popula: vote were taken on the 
question, the majority would conctr in ths opinion. Nevertheless, 
the theory of continuots public regulation through the agency of 
federal, state or local commissions, is logicaily based upon a recog- 
nition of monopoly as an existent fact. A distinction should be 
made, however, between the recognition of mor.opoly as a fact and 
the recognition of its existence as a normal and appropriate condi- 
tion. It is only in those relatively few instances where exclusive 
franchises have been granted, that the appropriateness of monopoly 
has been fully recognized. Even tae provisions now quite common 
in railroad and public service laws, to the effect that new competi- 
tion in the same utility shall not be instituted in any given com- 
munity except with the definite sanction of the state through a 
certificate of public convenience and necessity, do not constitute 
a final recognition of the appropriatenesa of monopoly. The cer- 
tificate of public convenience and necessizy is, as it were, a second 
string to the state’s bow in the exercise o? its powers of regulation. 
This view was set forth with great clearness and cogency by the 
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California Railroad Commission in the Great Western Power 
Company Case in 1912. It is true that most of the state com- 
missions have been less ready than the California commission to 
use their power to permit competition even as a potential weapon 
to enforce the just demands of the public, but nevertheless the right 
to do so is nowhere denied them. 

It would be idle to attempt to deny the fact that the monopoly 
of railroad service in the United States is far from complete and that 
the elements of competition still persisting give rise to very consid- 
erable difficulties in the application of the theory of public regula- 
tion. I may cite the decision in The Minnesota Rate Cases (230 
U. 8., 352), where the court sustained statutes and commission 
orders with reference to certain strong and favorably situated 
railroads while setting them aside as to a weaker road oper- 
ating within the same local jurisdiction. It is another “well 
recognized principle of social economy” that in the development of a 
public utility or railroad system to serve a given community, the 
cost of the service ought to be spread over the entire system and the 
extensions through lean territory ought within reasonable limits 
to be carried by the portion of the system which has actually de- 
veloped earning power through density of business. Yet obviously 
this policy cannot be carried out where there is diverse ownership 
of the lean and the fat; for if rates to the lean are raised to a living 
basis, the increase will do them no good unless the fat are also per- 
mitted to charge the same rate, in which case they are certain to 
become overcorpulent. If, on the other hand, the rates to the fat 
are reduced to the level of a hygienic regimen, the lean, being in 
competition with them, will starve. In these cases the United States 
Supreme Court found itself confronted with a situation where mo- 
nopoly in the larger sense was non-existent and where, therefore, it 
was deemed improper to establish a fixed schedule of rates applicable 
to all the different railroads serving the same general community. 

I may cite as another illustration the water supply in one of the 
outlying districts of Greater New York. ‘This is a case where the 
city of New York, through its municipal system, serves about three- 
quarters of the territory and more than nine-tenths of the population 
within its corporate limits. In the particular section referred to, 
however, there are two private water companies having coterminous 
franchise and charter obligations. One has for many years supplied 
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the general service at rates higher than the rates charged in sur- 
rounding districts by the city. The other a few years ago revived 
an old francaise, established a modern pumping station and started 
in to compete with its older rival, not by rendering a general service 
throughout tts franchise area at lower rates, which it probably would 
not have been able tc do, but merely by trying to pick off the large 
industrial ecnsumers in the particular corner of the district where its 
plant was Iccated by charging a rate even lower than the city rate. 
The older campany, in order to hold at least a portion of its industrial 
business in that portion of its district, was compelled to make a 
differential rate to meet the unfair competition instituted by the new 
company. Several years later the question of regulating the older 
company’s ates came before the proper autharities for determina- 
tion. This company, charging generally higher rates than the city 
rates, served a population of about one hundred and fifty thousand 
people, whie its littlə rival had only nine consumers, one of whom, 
however, took about one-fifth as much water as all the consumers of 
the larger company. The authorities were confronted with the 
fact that in order to reduce the rates generally throughout the dis- 
trict and at the same time to establish à uniform living rate for the 
company rendering general servic, it would be necessary to make 
a rate higher than the rate charged by the small company with a 
few consumers and that if such a rate was established for the large 
company unless it was made to apply to the small one, regulation 
would be ineffectual, as it would practically compel the larger com- 
pany, after having its rates reduced and adjusted to the requirements 
of a fair return upon its investment, to see its most profitable 
business taxen away by its unfair rival and the equilibrium between 
investment and earnings sought to be established by regulation 
thereby destroyed while the unfair rival would be directly rewarded 
for its unfairness. 1t was eviden: that the oniy effective method of 
regulating rates for one company was to regulate them and make 
them uniform for both, but this might involve a contradiction of the 
theory thal each public service corporation should be permitted to 
earn a fair return upon its investment in the public service; for 
a uniform rate could not be worked out for two companies, operating 
with very different investments end operating under very different 
conditions, that would, except by chance, yield each of them‘a fair 
return and no more upon its own investment. It seemed theoretic- 
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ally necessary, therefore, in this case, to fix rates on the basis of 
the investment and earnings of the company which was rendcring 
general service and to compel the other company to charge the same 
rate irrespective of whether this rate would enable it to earn more 
than a fair return upon its own investment or compel it to get along 
with less. The many practical and theoretical difficulties of carry- 
ing regulation through according to this program raised the question 
as to whether it might not be more advisable for the city to acquire 
the property and business of the larger company, so that just and 
reasonable rates and service could be brought within the reach of 
the people of this community, rather than to embark upon the diff- 
cult and uncertain litigation which would probably ensue upon the 
issuance of a rate order along the lines contemplated. 

I have cited these two illustrations to show that even for the 
purpose of zhe regulation of rates and services, a complete monopoly 
in railroads and utilities does not everywhere exist. When it comes 
to the regulation of wages, the absence of a perfect monopoly gives 
rise to certain grave difficulties. If wages are to be regulated by 
public authority, they will have to conform to some standard of 
uniformity. For the same class of gervice within the same district, 
-the same wages will have to ke paid to all employes, subject to 
‘possible variations on account of length of service. If all the rail- 
roads within a given district of the United States were actually 
operated as a monopoly, then it would be possible to apply a uni- 
form wage schedule, using the older and more experienced men on 
the lines where traffic is most congested and responsibility of em- 
ployes greatast and where their energies during the hours of employ- 
ment are utilized to the highest degree. But where competitive 
conditions exist, itmay be entirely inappropriate that‘the scale of 
wages paid >n the’poorer road, where employment is less intense 
and responsibility both for life ard property less exacting, should be 
the same as on the road where traffic is denser and responsibility 
greater. Except as the government regulates rates and service in 
connection with the railroads and public utilities and requires 
continuity of operation, there certainly is no more call for regulating 
the wages of railroad and public utility employes than there is for 
regulating the wages of workmen in other branches of industry, 
and therefore, in so far as the railroads and the public utilities fall 
short of being monopolies subject to effective regulation as to rates, 
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service and continuity of operation, it will be difficult, if not inap- 
propriate, to regulate the wages of their employes. 

I have said that the proposition to regulate wages also assumes 
the theoretical soundness of Rizardo’s law, namely that wages tend 
to be reduced through competition to tae point where they will 
merely afford a bare subsistence for the laborer and enable him to 
keep the supply of labor intact through the rearing of children. It 
seems hardly necessary to restate the argument in favor of Ricardo’s 
law as a broad theoretical proposition. Like the Malthusian 
law, it is subject to modification in various ways by facts and con- 
ditions that diverge from or controvert the facts and con- 
ditions assumed. The Ricardian law is valid enough, however, to 
cause a general recognition of the necessity either of public wage reg- 
ulation or of collective bargaining in order to enable any particular 
class of workmen to improve their status in society and protect 
themselves in the enjoyment of a standard oi living above that which 
- would be forced upon them if they submitted entirely to the proc- 
esses of free and active competition among individual workmen 
seeking for the jobs. Here again we might say that trade unionism 
has received the general sanction of socety, and yet if we did say 
that we should be subjected to widespread and violent criticism. 
Nevertheless, I believe it to be a fact that the preponderant opinion 
of those who have carefully studied the relatiors of capital and labor 
and the relations which the masses of the people, constituting the 
employes cf capital, bear to the institctions and functions of de- 
mocracy, ic to the effect that trade unions are a necessary and effec- 
tive means of securing certain highly dəsirabie and necessary ends 
of social economy and social justice. The dangers incident to the 
operation >f railroads and, to a certain extent, of local utilities, 
together with the semi-monopoly ownership and control of these 
enterprises, make it especially importart that the employes should 
be organizad in order to protect themselves and to establish their 
status at & point where they are physically and mentally in a condi- 
tion to render the safe and adequate service which the public de- 
mands. Moreover, the fact that the railroads, even where they are 
under divarse ownership and diverse manzgement, are more or 
less closely banded together; and the fact that local public utilities, 
though still in considerable measure owned and operated as truly 
local institutions, nevertheless have nation-wide semi-official organ- 
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izations, make it permissible, if not necessary, that the employes of a 
particular railroad or of a particular local utility should be united 
with the employes of similar utilities in other localities through such 
organizations as the railroad brctherhoods and the Amalgamated 
Association of Street and Electric Railway Employes. If the em- 
ployes are to be left to protect themselves by means of the trade 
union, it is no more a violation of home rule for the local street rail- 
way men to put their grievances in the hands cf an outsider with the 
power of a national organization behind him than it is for the owners 
of a local transit line to import thousands of professional strike- 
breakers from distant cities in order to enable them to resist the 
demands of their local employes and compel them to return to 
work unsatisfied, or else lose their jobs. I think we may take it for 
granted that unionism will persist and ought to persist among the 
employes of the-railroads and the public utilities unless some other 
effective means of protecting ard promoting the interests of the 
employes is devised. 

This brings us to the nub of the whole problem. We have 
monopoly or semi-monopoly on one side and trade unionism on the 
other. The final sanction to which the trade union has to appeal for 
the enforcement of its demands is the strike, and it is as a result of 
the peculiar way in which a strike, in connection with the railroads 
and public utilities, affects the interests of the general public, that 
our problem becomes acute. In the President’s recent negotiations 
to prevent a strike on the railroads of the United States and in the 
steps taken by the mayor and the chairman of the public service 
commission of New York City to prevent a strike of the traction 
employes, the paramountcy of the interests of the general public in 
controversies of this kind was clearly brought out, and it is as a result 
of the development of situations like these that we are now engaged 
in a discussion of the possibility oi substituting for the strike a mode 
of governmental action that will safeguard the interests of the 
public while not sacrificing those of the employes whose only ultimate 
weapon for self-defence and the promotion of their legitimate inter- 
ests has heretofore been the strike. Of course, it may be stated 
generally that from the standpoint of the public at large the strike, 
as applied to any great industry, is an unsatisfactory procedure. 
Society is interested in the efficiency of all industries, for their sole 
charter of existence is social need. But the interest of the public in 
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the continuity of particular industrial enterprises varies according 
to the nature of the enterprise and according to the economic condi- 
tions existing at the particular tims. In so far as the interruption 
-of the continuity of industrial operations hrings sudden and over- 
whelming hardship upon the employes who sre thrown out of work, 
the government has an interest because of its ultimate responsibility 
for the life and welfare of all the people within its jurisdiction. 
Beyond this, however, the public interest in continuity is chiefly 
confined to those industries which are monopolistic or semi-monopo- 
listic and by the interruption of which.a constant public need is 
interfered with. In so far as the meat-packing business of the United 
States or the milk supply of a particular city or the mining of coal 
assumes the characteristics of monopoly, even though these in- 
dustries are not generally classed as public utilities and have not 
been brought under the supervision of the Interstate Commerce 
Commission or state or local public service commissions, a strike 
in any one of them, causing an interruption of a necessary general 
service, runs counter to a predominant public interest and justifies 
the government, as the representative of this interest, in taking such 
action as may be effective to reéstablish the continuity of service. 
But when we come to the railroads and to full-fledged public utilities 
such as local transit, water supply, telephone service and lighting and 
power service in cities, we touch upon industrial enterprises in 
which, on account of the universal demand for their service, the 
impossibility of accumulating or storing the service to bridge over 
interruptions, and the paculiar conditions under which the service 
is rendered, it is absolutely imperative that continuity of operation 
be maintained. i ` 
These are semi-governmental services and their cessation breeds 
the perils both of universal want and of intolerable anarchy. A 
street railway strike in a great city, if it effects an interruption of 
service, creates a temporary paralysis of the processes of economic 
and social life in the entire community. The threatened strike on 
the railroads of the United States last August was regarded as an 
impending national calamity almost the equivalent of war in the 
intense suffering and the colessal losses which it would cause. 
Such a strike is always the signal for the unleashing of the crude 
elemental forces of society which readily break through the thin 
veneer of civilization and for the time being endanger the whole - 
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structure. What an effective street railway or railroad strike means 
to the community is more or less patent to all, as a result of the 
many instances in which strikes of this nature have been undertaken 
during the past twenty-five years. What a telephone strike that 
would actually interrupt telephone communication within a great 
city for a single day would mean at this stage of urban civilization, 
is not so easily recognized because we have had very limited exper- 
ience with telephone strikers. In other public utilities, such as gas, 
electricity and water supply, effective strikes are practically un- 
known. Thesmaller number of employes and the comparative ease 
with which competent workmen could be recruited from other 
industries or from men in the same industry who have been pro- 
moted to h:gher positions, to take the place of strikers, have pre- 
vented the strike from becoming a serious public menace and it 
might well be, if it is deemed necessary to adopt the policy of fixing 
wages by act of the Interstate Commerce Commission and the state 
public service commissions, that, at least in the beginning, this 
‘policy should be limited to transportation and communication 
services. BY 

We may safely assert that legal measures should be adopted 
to prevent these strikes on transportation lines—interstate, inter- 
urban and local—and also on telephone and telegraph systems. But 
this does nct require that the Interstate Commerce Commission and 
the state public service commissions should at once embark upon the 
policy of wholesale wage-fixing. It would seem to be much more 
feasible to work out some plan like that recently suggested by Mr. 
Henry R. Towne of the Merchants’ Association of New York, 
under which the organization of employes would not be interfered 
with and collective bargaining would not be abandoned, but the 
final sanction of the employes’ demands would not be the strike, 
but arbitration, with an appeal to the Interstate Commerce Com- 
mission or zhe state public utility commission, as the case may be. 
Every employe would have to enter into an individual contract 
with the company employing him, sanctioned by law, providing 
against concerted action to cause an interruption of service. But 
if the employes of railroads and public utilities are to give up the 
ultimate right to strike and must rely upon the justice and mercy 
of the comraissions, they will have to be prepared to go into politics 
to see that the commissioners are not selected and owned by the 
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companies. As the control of the commissions by the corporations 
is, next to ignorance, laziness and blatancy on the part of commis- 
sioners, the greatest possible menace to the regulation movement, 
perhaps it would not come amiss to have another powerful organ- 
ized interest taking a hand in the selection of the commissioners. 
The public would still have to “foot the bills,” as it must do in any 
case, but it should not be forgotten that within reasonable limits 
good service is, to the public, more important than low rates, and 
that with the legitimate demands of the employes taken care of good 
service is much more likely to be provided than otherwise would be 
the case. If the railroads and the public service corporations should 
combine with the employes to control the commissions and exploit 
the general public, then the latter, if it cannot organize public 
opinion and its own voting strength effectively to resist the com- 
bination of special interests, will have to resort to public ownership 
and operation. 


LEGISLATION CONCERNING THE RAILROAD SERVICE! 


By Emory R. Jonnson, Px.D., Sc.D., 
Professor of Transportation and Commerce, University of Pennsylvania. 


I am asked to state how the public regards the controversy 
that has arisen over methods of settling disputes between the rail- 
road companies and their employes. While I think I can speak 
without bias or partisanship, I of course recognize it to be impossible 
for any one individual to represent the views of the general public 
on a complicated controversial question such as the one under con- 
sideration. Indeed, it is probable that the public as a whole has 
reached no single definite conclusion. Although I shall venture to 
state what I think is the belief of the public concerning the princi- 
ples and methods that should be followed:in deciding controversies 
between the men and the managers in the railroad service, it will 
be understood that in advocating the adoption of remedial measures 
I can represent the views of only one member of the public. 

It will at least afford a starting point and may assist in simpli- 
fying the problem under discussion to begin with a statement of 
certain principles upon which there may be presumed to be a general 
agreement on the part of the public. 

I am sure the public is of the opinion that for all classes of rail- 
road employes the hours of labor ought to be reasonable, and the 
wages fair and generous. Organized effort on the part of the em- 
ployes to secure fair wages and reasonable hours of labor has al- 
ways met with sympathy on the part of the public. 

The railroad companies, it is furtherjagreed, should be permitted 
to make such charges for their services and to earn such revenues 
as may be needed to enable the carriers to pay good wages for reason- 
able hours of service. Individual shippers and local communities, 
under the stress /of competition, will naturally oppose increases in 
railroad rates and will press for a reduction of transportation charges; 
and, indeed, the country as a whole, represented by its state and 
federal railroad commissions, will inquire into the reasonableness of 

1 An address delivered before the Economic Club of Philadelphia, November 
24, 1916. 
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existing anc proposed railroad charges; but public opinion as a 
whole will justify the commissions in ellowing the railroads in- 
comes large enough to enable them to deal generously with their 
employes. 

A third principle concerning which the people of the United 
- States are unanimous is that the interests of the public are superior 
to the interests of either the carriers or thair employes. The public 
intends to d2al justly with railroad managers and with their em- 
ployes. It expects justice in return; and will inaist that the welfare 
of the hundrad million people of the United States shall be placed 
above any temporary advantage or need of either employes or 
carriers. 

It is evident to the public that tbe transportation service 
must not be interrupted by any controversy between employers and 
employed in the railroad service. The public, represented by the 
federal government, can permit neither the railroad managers nor 
their employes to stop the service of railroad transportation. Not 
only the welfare but the very life of sociesy is at stake. The rail- 
roads must run, else people will starve, anarchy and violence will 
displace orderly government, and there will ensue what President 
Wilson has termed a “‘tragical national calamity.” It should be 
understood that whatever happens the trains must run, and that 
all the power of the government of the United States will, if neces- 
sary, be exercised to that end. 

It follows logically from the foregoing conclusion that disputes 
between railrcad companies and their employes must be settled by 
mediation or arbitration and not by any action of employers or 
employes that will stop transportazion. To quote the words of 
President Wilson, “there should be firm adherence . . . . to 
` the principle cf arbitration in industrial disputes.” It is necessary 
and desirable, as the President states, that the country “take coun- 
sel . . . . with regard to the best means . . . . of 
securing calm and fair arbitration of all industrial disputes in the 
days to come.’ Means and methods are appropriate subjects of 
debate, but the debate should be only as to means and not as to the 
necessity of tha settlement of controversies without interruption of 
the railroad service. 

The reasons for this will be stated presently, but before stating 
them I will venture the opinion that the majority of the public is 
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agreed upon one other principle, that is, that in so far as possible 
wages and hours of labor should be adjusted by negotiations between 
employes and employers, that wages, outside of the government 
service, ought not to be fixed by statute, and that the hours of labor 
should be established by law only when the safety and health of 
society and the protection of the weak against the strong make such 
statutory action clearly necessary. It is, I think, the belief of a ` 
majority of the American people that this principle is fundamentally 
sound; that it is in the interest of the workingman and is promotive 
of social welfare and progress that men in their organized capacity 
should continue to negotiate with their employers as to wages and 
conditions of service. This view, I take it, is held by most leaders 
of organized labor as well as by other men of responsibility. 

The application of the principle that wages and hours of labor 
should be adjusted by negotiation between employes and employers 
instead of by statute necessarily involves the broad question of the 
wisdom or unwisdom of establishing by law a general eight-hour 
labor day. Many zealous friends of labor are seeking the enact- 
ment of laws limiting labor to eight hours a day. The effect of 
such legislation upon the present and future welfare of wage laborers 
should be carefully considered. The men who work for wages have, 
possibly, made more progress in the United States than in any 
other country. This progress has been greatly promoted by the 
organization of labor and by negotiation between organized labor 
and its employers. It is now proposed to fix hours of labor rigidly 
by law rather than to adjust them by negotiation between the 
parties in interest. The sigrificance and consequences of this 
change should be carefully weighed. 

The best method to settle differences that arise between em- 
ployers and employes is by direct negotiations carried on by repre- 
sentatives of the parties in interest. The next best means of 
disposing of a dispute is by mediation and conciliation by respon- 
sible government officials who act as the representatives of the pub- 
lic. When an adjustment is finally made as a result of mediation, 
neither party feels that he has sacrificed his vital interests. Arbi- 
tration is the next best method of adjusting labor troubles For 
many years arbitration has been successfully employed in the ad- 
justment of controversies between the railroads and their employes. 
The present agency ior the peaceful settlement of reilway labor 
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disputes can doubtless be improved by making such changes as 
experience shows to be desirable; but nothing in past experience 
indicates a failure of arbitration. 

The advantages of arbitration were well illustrated in the ad- 
justment of a disagreement that arose between the Southern Pacific 
Company and its telegraphers represented by the Order of Rail- 
road Telegraphers. The trouble arose at the close of 1906. For a 
number of years the relations of the railroad company and its teleg- 
raphers had been determined by a schedule or agreement. The 
time came when the employes felt that their wages should be in- 
creased and that Sunday labor should be limited to five hours. The 
employers also desired certain changes made in the “schedule” or 
agreement with the telegraphers. Under the agreement: that had 
been in force for some time the company was limited to the seniority 
rule of appointment and promotion of telegraphers and was thus 
prevented from introducing new blcod into the service. The agree- 
ment also required the company to select its station agents from the 
telegraphers having seniority of service, and the company wished 
greater freedom in the selection of the station agents. The company 
and the employes, being unable to adjust their differences, agreed 
to submit the controversy to arbitration. This was the second ar- 
bitration under the Erdman Act and I was chosen by the govern- 
ment as the third arbitrator and azted as chairman of the board. 
The award that resulted from the arbitration gave the employes 
half-time on Sunday, or, in lieu thereof, a leave of absence on full 
pay for twenty-six days per annum. The employes were also given 
an increase in wages of seven and one-half per cent. The company 
was relieved from the limitations of the seniority rule by which their 
selection of telegraphers had been restricted, and the company was 
also permitted to select men who were not telegraphers to serve 
as agents at the more important stations. Although certain features 
of the award were contested in the courts, the controversy was, in the 
end, adjusted practically in accordance with the award of the arbi- 
tration board and in a manner that was apparently acceptable to 
both sides. i 

There can be no doubt that the public believes that all disputes 
between railroad employes and employers that cannot be settled 
by negotiation or conciliation should be decided by arbitration. 
The public believes arbitration to be right in principle, and that ap- 
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propriate measures should be taken as soon as practicable to carry 
out the principle in practice. This may ultimately require the 
adoption of laws making obligatory the arbitration of controversies 
in the railway service. Compulsory arbitration may not be neces- 
sary in industrial labor disputes, but in the case of the railroads, 
where an interruption to the service is intolerable, only one or the 
other of two courses of action seems possible.— 

One course is to leave arbitration voluntary and optional, as it 
is at the present time, in which case it should be understood that 
the government will and must take whatever measures are neces- 
sary to prevent either party to a controversy from stopping the 
service of transportation. The other course, and the one that will 
probably be adopted as the final solution of the problem, is to make 
arbitration compulsory in case mediation and conciliation by public 
officials fail to bring the contestants to a basis of agreement. 

During the coming months the country is to give this question 
serious consideration. Whether the decision will be in favor of 
compulsory arbitration or in favor of compulsory investigation as a 
first practicable step towards the final goal it is too early to predict. 
The present thought of the country regarding the question was 
admirably stated by Senator Newlands, the chairman of the joint 
Congressional committee on transportation, which, on the twentieth 
of November, 1916, began an elaborate investigation into the whole 
subject of the relationship of the government to the railroads. In 
outlining the investigation which the committee proposes to make, 
Senator Newlands stated, among other things: 

As to wages and the hours of labor, it 1s very evident that under present con- 
ditions the only ultimate method of settling a difficulty between a railroad and its 
employes is a resort to force. And the question is whether a nation pretending to 
some degree of civilization, which has eliminated the doctrine of force from appli- 
cation to controversies between man and man, and which furnishes judicial 
tribunals for the settlement of these controversies, and which is now and has been 
for years endeavoring internationally to secure a system under which the nations 
of the earth will create similar tribunals for the adjustment of ternational dis- 
putes without resort to force—whether such a civilized nation can be content to 
perpetuate the existing condition of things is a subject of profound thought. 

It would seem to be our highest duty to meet this condition and . . . . to 
create some system under which a resort to force, the most barbaric and brutal 


of processes, can be avoided for the settlement of disputes between great employ- 
ers and vast bodies of employes. 
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The most important statement that has thus far been made con- 
cerning methods to be adopted to give practical effect to the prin- 
ciple of arbicration as a means of settling disputes between railroad 
employes ard managers is the proposal which the President em- 
bodied in the legislative program which he laid before Congress on 
the twenty-ninth of last August.2 The President asked Congress 
to adopt “a 


an amendment of the existing federal statute which provides for the mediation, 
conciliation and arbitration of such controversies as the present by adding to it a 


2 Since thie paper was written, the President has presented his annual message 
to Congress and has renewed the racommendations previously made. In the 
annual messaga the President urged upon Congress the necessity for “the pro- 
vision for full public investigation and assessment of industrial disputes, and the 
grant to the Executive of the power to control and operate the railways when 
necessary in time of war or other like public necessity.” 

In support of this recommendation, the President argued that: 

“The country cannot and should not consent to remain any longer exposed to 

profound industrial disturbances for lack of additional means ‘of arbitration and 
conciliation which the Congress can easily and promptly supply. And all will 
agree that there must be no doubt as to the power of the Executive to make im- 
mediate and uninterrupted use of the railrcads for the concentration of the military 
forces of the nation wherever they are needed and whenever they are needed. 
_ “T would hesitate to recommend, and I dare say the Congress would hesitate to 
act upon the stggestion should I make it, that any man in any occupation should 
be obliged by law to continue in an employment which he desired to leave. To 
pass a law which forbade or prevented the individual workman to leave his work 
before receiving the approval of society in doing so would be to adopt a new prin- 
ciple into our =urisprudence which I take it for granted we are not prepared to 
introduce. But the proposal that the operation of the railways of the country shall 
be stopped or iuterrupted by the concerted action of orgarized bodies of men until 
a public investigation shall have been instituted which shall make the whole ques- 
tion at issue plain for the judgment af the opinion of the nation is not to propose 
any such princ:ple. It is based upon the very different principle that the con- 
certed action of powerful bodies of men shall not be permitted to stop the industrial 
processes of the nation, at any rate before the nation shall have had an opportunity 
to acquaint itself with the merits of the case as between employe and employer, 
time to form its opinion upon an impartial statement of the merita, and oppor- 
tunity to consider all practicable meens o? conciliation or arbitration. I can see 
nothing in that proposition but the justifiable safeguarding by society of the neces- 
sary processes of its very life: There is nothing arbitrary or unjust in it unless it 
be arbitrarily and unjustly done. It can and should be done with a full and scrup- 
ulous regard fo- the interests and libercies of all concerned as well as for the per- 
manent interesss of society itself.” 
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provision that in case the methods of accommodation now provided for should | 
fail, a full public investigation of the ments of every such dispute shall be insti- 
tuted and completed before a strike or lockout may lawfully be attempted. 


This proposal of the President contains the essential principle 
of the Canadian Industrial Disputes Act which applies not only to 
railroads but to all public utilities and to the coal and metal mining 
industries. As stated in a bulletin published by the United States 
Bureau of Labor: , 

In these industries and occupations [in Canada] it is unlawful for employers 
to lock out their workmen or for employes to strike until an investigation of the 
causes of the dispute has been made by a government board appointed for this 
particular case and the board’s report has been published. After the investigation 
is completed and the report made, either party may refuse to accept the findings 
and start a lockout or a strike. The ir-vestigating board usually tries by concilia- 
tion to bring the parties to an agreement, so that the functions of the board con- 
siderably exceed those of a body appointed solely to procure information. 


It was evidently the thought of the President that a full public 
investigation of the merits of a dispute between railroad managers 
and employes would disclose a basis of settlement that would be so 
manifestly just as to cause both parties to accept the fincings of the 
board of investigation. That might uniformly be the result; but 
such a happy settlement of cortroversies might not always be ac- 
complished; and there would still be the danger of a strike or lock- 
out. 

The President realized that a law providing for compulsory in- 
vestigation of railway disputes before a strike: or lockout can be 
lawfully declared must also prcvide against an interruption of the 
service of transportation, and he recommended as a part of his 
legislative program— 

The lodgment in the hands of the executive of the power, in case of military 
„necessity, to take control of such portions and such rolling stock of the railways of 
the country as may be required for miitary use, and to operate them for military 
purposes with authority to draft into the military service of the United States 
such train crews and administrative oficials as the circumstances require for their 
safe and efficient use. 


To one who views the question from the standpoint of the pub- 
lic interests, it would seem as logical and as imperative that the 
executive branch of the government should have the power to take 
over and run the railroads, in order thereby to prevent violence, 
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disorder and starvation as that the zovernment should be authorized 
to operate railroads ‘“‘in the case of military necessity” and “as a 
matter of national defense.” It is possible that the President in- 
cluded among “military purposes” such steps as might be necessary 
to prevent the tying up of the railroads and the consequent public 
disorder and starvation; but the President took pains to state that 
“the power conferred in this matter should be carefully and ex- 
plicitly limited to cases of military necessity.” 3 

Should the United States decide to adopt compulsory arbi- 
tration it will not mean experimenting with a new and untried 
method of enforcing the peaceful settlement of railway labor dis- 
putes. Compulsory arbitration has been in successful operation for 
a number of years in New Zealand, New South Wales, Western Aus- 
tralia, and in the Australian Commonwealth. The purposes of the 
Australian Commonwealth conciliazion and arbitration acts of 1904, 
and subsequent years, as set forth in the acts themselves, are: 

To prevent strikes and lockouts; to constitute a federal court of arbitration 
with power to provide for the amicable setzlement of disputes; and failing of such 
settlement to make an award; to maze ard enforce agreements between employ- 
ers and employes; to enable states ta refer to it; and to encourage organizations 
of employers and employes, who may approach the court with disputes.‘ 


According to the testimony of zwo impartial Australian writers: 


On the whole, compulsory arbitration in Australia has been an undoubted 
success in so far as results can be judged during the comparatively short time the 
system has been in operation. In New Zealand, where it has bean in vogue longer 
than anywhere else, the success has been unqualified. True, the strength of the 
system has never been tested. There has been no decisiva struggle between mas- 
ters and men. But the absence of suca a struggle is in itself a sign of efficiency, 
and of the satisfaction given to both the factors in industrial prosperity. 
s There can be no doubt that compulsory arbitration with its con- 
comitant awards rests on a sound basis.’ 


Tf, as I have ventured to assert, the public is definitely of the 
opinion that the public interests are above the interests of the rail- 
road managers or their employes, that disputes in therailroad service, 
when negotiation and conciliation shall fail, must be settled by peace- 

3 The language subsequently used by the President in his annual message was 
“the grant to the Executive of the power to control and operate the rajlways in 
time of war or other tike public necessity.” 

4 Annals of American Academy, VoL 37, p. 2138. 

* Ibid., 220, 221. ` 
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ful methods, and that the public cannot permit strikes or lockouts to 
interrupt transportation, then we must conclude that the public 
will necessarily give the President the power to keep the railroads 
running. This would be a power of great magnitude; but no greater 
than, indeed not so great as, the military power of the President. 

The mere possession of great power is often sufficient to make 
its exercise unnecessary. It is altogether probable that, if those who 
operate the railroads realize that the government can and will, 
whenever necessary, take over and manage the railroads, they will, 
take no action to prevent the railroads from operating. The em- 
ployers and the employes in the railroad service owe it to the public 
to adopt means of settling their disputes without bringing universal 
distress upon the country; the public, acting through the govern- 
ment, must insist upon the peaceful adjustment of railroad con- 
troversies and must adopt the measures necessary to accomplish 
that end. 


THE RAILROAD HOURS OF LABOR LAW 


By Cazares R. Van Hisn, 
President, University of Wisconsin. 


In this discussion I represent neither capital nor union, but 
merely the part of the people of the United States that too often 
have been disregarded by both—the public.’ 

I am in favor of the organization of capital E TNN capital 
carries on its enterprises with due consideration for the welfare of 
the people. I have alweys been strongly in favor of the organiza- - 
tion of labor; and I am now in favor of supporting the unions when- 
ever they push their own interests with due consideration for the 
interests of the publie. 

As a background for the discussion it is necessary to consider 
for a moment the exceptional situation which exists for the public 
utilities. It is now genarally recognized that the public utilities, 
and particularly the railroads, are subject to regulation through 
commission so far as the manegements are concerned. The move- 
ment for their control was most strenuously resisted by the man- 
agers. Indeed they insisted that their business was a private one ' 
‘which they should handie as they pleased, but the public by sheer 
force imposed control upon them despite their most desperate 
resistance. 

At the present time not only the right but the imperative neces- 

. sity for public control of the railrcads is recognized by all. 

. But it is to be noted that regulation only concerns the man- 
agement. There is no public cantrol in any whatsoever of the 
employes. Thus far the control has been one-sided. | 

In the early. railroad controversies between managers and 
employes, the managers were the stronger. The bargaining was 
individual, or it concerned a division, or at most a railroad system. 
Under these conditions not infrequently the managers would refuse 
to arbitrate; and, if they did consent to do so, it was with the greatest 
reluctance. However, the Iccal unions gradually recognized the 
increasing power given- them by coöperation, and in 1902 began 
the concerted movement under which a union made demands ` 
upon the employers for an entire district. The increased power of 
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the unions given by the concerted movement, when once appre- 
ciated, led them to a number of such movements within a few years. 
Each of thess was confined to on2 union but extended over a large 
section of the country. This may be illustrated by the engineers’ 
concerted movement of 1912 for the northeastern part of the United 
States. Suci a movement gave the unions equal or greater power 
with the maragers; and then the managers were ready to arbitrate, 
and the unions were somewhat hesitant. 

Finally in the spring of the present year a concerted movement 
ofthe four powerful unions operating trains—locomotive engineers, 
firemen, conductors, and trainmen—for the entire United States 
was organized and demands made upon the managers. Under 
these circumstances the power of the unions was far greater than 
that of the managers; and consequently the managers were ready 
to arbitrate and the unions would not agree to do so. 

History shows that between the two there is no choice. When 
the employers were in the saddle they gave little heed to the public 
except as they were compelled to dc so. Now that the unions are 
in the saddle they have begun to use their power in precisely the 
same manner as did the managers, giving no heed to the public. 
The question now is: will the unions pursue this policy until com- 
pelled to give such consideration, or will they be wise enough, know- 
ing the history in regard to the managers, to steer a better course? 

In the controversy under discussion the unions demanded (1) 
an eight-hour basis for the hundred mile run instead of the ten- 
hour basis, (2) time and a half for overtime, and (3) the retention 
of all present advantages. After the managers had agreed to arbi- 
trate and the unions refused to arbitrate, President Wilson pro- 
posed, on August 15, 1916, that the railroads grant the eight-hour 
day and that the workers abandon the demand for time and a half 
for overtime. 

It is not now possible to discuss the merits of either of these 
proposals. I merely wish to point out that the demand for the 
eight-hour day is not what it appears to be. The division points 
on the railroad have been arranged upon the basis of the hundred 
mile run as the day’s work, controlled, however, to a considerable 
extent by the large centers which necessarily are terminals. By 
act of Congress the position of the terminals cannot be changed, 
and the basis o? the day must remain the hundred mile run, 


258 Tas ANNALS OF THH AMERICAN ACADEMY 


Alread: it has been recognized in the passenger service that 
five hours i3 a reasonable tims in which to run one hundred miles, 
and the men get overtime if mor3 than five hours are used. The 
question in the case of the freight service is whether or not eight 
hours is a reasonable time in which upon the average to make one 
hundred miles. In this connection it should be recalled that the 
harder service involved by the powerful locomotives and heavy 
freight traias is recognized by variable compersations in proportion 
to the character of the engine, and is greater per mile run than in 
the passenger service. A law requiring the men operating the trains 
to cease werk after eight hours is wholly impracticable. 

Since this is so, to call the Adamson law an eight-hour day 
law is a misnomer. If eight hours is a reasonable time in which to 
make one hundred miles in the freight service, then overtime should 
be, paid after eight hours; if not. it should not be paid. This is a 
question so exceedingly complicated and involves so many factors 
that it would be foliy on my parz to give an opinion concerning its 
merits witout a most exhaustive investigation. 

However, under threat of strike, with the recommendation 
of the President, Congress in fcur days passed a law, which was 
signed by the President Septemker 3, 1916, making eight hours the 
basis of the day’s work and at the same time disregarded another 
recommendation of the President that the law should be amended 
along the lines of the Canadian Industrial Disputes Act. 

The additional cost of operating the railroads due to the law, 
estimated at many millions of dollars, now passes on to the public. 
Under regulation the railroads are limited to reasonable charges by 
the Interstate Commerce Commission. Any great increase in the 
cost of operating the roads sooner or later passes on to the public. 
Only recently a 5 per cent advarce in freight rates has been author- 
ized. The public must pay the additional millions, because of the 
Adamson law, in advance of its being ascertained whether or not it 
should taze the bu-den. The claims of the men may have been just 
or unjust J pass no opinion upon them. If the claims were just, 
why not have had an investigation by an impartial tribunal in which 
the publiz, the managers, and the employes were represented? If 
they were just, the demands wculd have been granted; and if they 
were unj.ist, they would have been denied, and the public would 
not "have been mulcted of a great sum of money. However this 
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is a trivial matter as compared with the precedent which has been 
set. : : 

We have a situation new in this country in which the unions 
tell the government what laws shall be passed and it meekly obeys. 

The principle has been yielded that 400,000 men can refuse 
to have their cause investigated and adjudicated, threaten strike, 
and secure legislation, thus holding up 100,000,000 people. 

As one of the 100,000,000, I enter my most earnest protest 
against this surrender of the government. The unions are now 
encouraged dy their success. What is to prevent them two years 
hence or four years hence, when gn election is pending, from de- 
manding of a timid government that they receive time and s half 
for overtime, without any adjudication of the merits of the question? 

But suppose the strike had been called and it had been suc- 
cessful, what would be the situation? In the United Stetes there 
is one city, New York, with over 5,000,000 population; one city, 
Chicago, with more than 2,000,000; one, Philadelphia, with more 
than 1,500,000; there are five cities, St. Louis, Boston, Cleveland, 
Baltimore and Pittsburgh, with more than 500,000 population; 
and eleven cities, Detroit, Buffalc, San Francisco, Milwaukee, Cin- 
cinnati, Newark, New Orleans, Washington, Los Angeles, Minne- 
apolis, and Jersey City, with mor2 than 250,000. 

No other country in the world possesses so many large cities; 
just as there is no other country which approximates ours in rail- 
road mileage. One is a function of the other; neither could exist 
alone. Large cities are one of the consequences of the modern 
industrial syscem. In ancient times there were no cities compara- 
ble in magnitude even to those of Chicago or Philadelphia, much 
less that of New York, for the simple reason that the people could 
not have been fed. Only by the continuous operation of the rail- 
roads can the people in the great cities secure food. 

If a railway strike was declared and it was successful, the babies 
would begin to suffer for milk in a dey; the perishable foods would 
be scanty in a week; and before = month had gone by the people 
would be in want for the very necessities of life. 

If the operation of the trains seased for any considerable time 
the greater number of the manufactories would be obliged to dis- 
continue, both because they could not secure supplies and could 
not sell their products. The financial losses would be incalculable, 
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to be reckoned as the lowest unit, in hundreds of millions of dollars. 
Hundreds of thousands of laborers would be out of employment; 
and they would not have the money to purchase food even if it 
were obtaineble. 

The loss of life would be worst among the families of laboring 
men and especially the babies. The well-to-do would be able to 
purchase at high prices the scanty foods obtainable; and the rich, 
while they might suffer financial loss, would endure no hardship. 
The unions would be responsible not only for the paralysis of the 
trade and industry of the country but for the death of perhaps 
hundreds and the misery of m:llions of people less fortunate in com- 
pensation and in position then the men of the unions. The dis- 
aster to the nation would be far beyond my power to conceive or 
describe, 

If the tremendous responsibility of a general railway strike is 
once appreciated by the men of the unions, I have a better opinion 
of them than to believe that they will ever bring dire disaster upon 
the country simply to advance their own selfish interests. They 
should unize with the public in finding a solution of the problem 
which will make a railroad strike in the future an impossibility. 
If they refuse to do this it will be necessary, just as it was with the 
managers, to force control upon chem. The zailroads must be con- 
tinuously operated. Some other way must be found than by strike 
or lockout to settle the differences between the managers and em- 
ployes for the public utilities. i 

If the question ever goes to an issue, there can be no doubt of 
the result. President Wheeler, of the University of California, in 
his first address as exchange professor at the University of Berlin, 
said: “In America, the ultimate source oi authority is public opin- 
ion.” Either managers or employes who refuse to recognize the 
power of this public opinion when united would be crushed. If 
public opinion were once united, as it would be if a strike were called, 
there would be a power which Congress would fear even more than 
it fears the unions. 

Whaz, then, is the line of progress? This is the question which 
deeply concerns us. The answer must rest upon the principle that 
the interest of the public ir the operation of the railroads is para- 
mount, and that the interests of the managers and unions are 
strictly sabordinate. To this paramount interest both must sub- 
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mit. An intolerable situation exists so long as any group or groups 
of men, whether managers or union, can halt the continuous opera- 
tion of the trains. 

We now turn for a moment to the experience of other countries , 
to assist us in finding a way. In 1910 a general railway strike was 
called in France; and the conditions above described threatened 
that country. Minister Aristide Briand immediately, under the 
authority of military law, commanded the mobilization of the strik- 
ers for three weeks of military training. The military duty to 
which they were summoned was running the trains. Disobedience 
would ental punishment under military law. The strike was 
broken in six days. 

Later, in discussing the matter, Briand declared ‘‘that public 
servants must be required to discharge their duties regularly and 
without interruption.” Indeed he regarded the operation of the 
railroads as 30 imperative that he declared: 

If the government had not found in the law that which enabled ıt to remain 
master of the zrontiers of France, and master of its railways, which are indis- 
pensible instruments of the national defense; if, in a word, the government had 
found it necessary to resort to illegality. it would have done go. 


This he regarded as defensible under the doctrine Salus publica 
suprema lex. Briand, at this moss critical time in the history of 
France, is Prime Minister of that country. 

In Germany, so clearly recognized is the public interest in the 
operation of zhe trains that unionisra is not allowed on the railroads, 
although recognized as legitimate in private industry. In New 
Zealand, strizes and lockouts are illegal altogether until a hearing 
is held befor2 a court of arbitration and recommendations made. 
The law is so operated that lockouts and strikes have practically 
ceased. In Australia is a conciliation and arbitration act with 
provisions sirailar to those of New Zealand, providing for compul- 
sory arbitration in all labor disputes. In Canada strikes and lock- 
outs are illegal until a board of conciliation has investigated the 
facts and made recommendations for the settlement of the dispute. 
In operation, this law has greatly reduced the number of important 
strikes, because either side failing to accept the recommendations 
of the board has a unanimous public sentiment against it. South 
Africa has a law for preventing strikes and lockoute similar to that 
of Canada. 
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The facts cited show how far the United States are bebind 
many other countries in the machinery to cantrol emergencies such 
as arose last autumn. 

, In this country we have only the Newlands act which fur- 
nishes mediation and arbitration provided both sides agree. - I 
cannot now go into the details of the law. Its impotency in an. 
emergency Las been shown. As a minimum step this law should 
be amended along the line of the Canadian Industrial Disputes 
Act, so as tò compel investigation and recommendations by a tri- 
bunal in wh-ch the public is represented before a strike can be de- 
clared upon the railroads. It is probable that in any given case, if 
such a law were in force, so that public opinion could be crystallized 
by an investigation and recommandaticns of the board, neither 

side would dare disregard those recommendaticns. 

If Congress does not pass the raeasures suggested or some other, 
with similar purposes, if it makes no att2mpt to remedy the situa- 
tion, and the country is left in a positior. in which it may again be 
held up, thet body will be indeed recreant to its trust. 

I have no doubt the courts will maintain that compliance with 
the law proposed is not “involuntary servitude.” The public inter- 
est in the operation of the railroads is so dominating that the same 
principles ere applicable that have beer held to apply in the case 
of the Seanen’s Act and in regard to quitting trains between ter- 
minals. A strike in the railway service is of such momentous con- 
sequence tc the public that the right of concerted action to discon- 
tinue service must be qualified. : 

However, even if the measure proposed be enacted into law, 
it is not a final solution of the problem ander discussion. There is 
only one final solution of that proolem and that is to carry the prin- 
ciple of regulation to its logical conclusion. 

At the beginning of my paper I pointed out that regulation 
has been a2cepted ‘as a publis policy both national and state so far 
as the managers are concerned. The princizle should be carried 
to the employes as well. A ccmmiss.on should be granted the 
power to fix wages for public utilities. I do not care whether there 
be created a separate wage commission or there be added a branch 
to the Intarstate Commerce Commission for this purpose. There 
would be 3ome advantages in having a separate commission; for 
then there would be one body concerned primarily with rates and 
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another concerned primarily with wages. Much of the statistical 
investigation which is necessary for one may be used by the other; 
and there could be a central organized bureau of experts and stat- 
isticlans who would be continually collecting information for both. 

Why is the proposed law logical? Why is it necessary? Be- 
cause if the public interest is paramount in the operation of public 
utilities, then the rates allowed to be charged decide what the rail- 
roads can pay in wages. The railroads should be allowed to charge 
rates which give a fair dividend and no more upon the stock, pay 
the interest on the bonds, and pay a just wage not to one group of 
employes, but to all groups. A wage commission would not raise 
the pay of the highest paid group and, by indirection, hold hori- 
zontal or depress the pay of the poorest paid group. 

The proposed amendment of the Newlands Act, while it might 
prevent strikes and lockouts and so avoid the greatest injury to the’ 
public, would not remedy the defect of an unjust scale of wages. 
It would not put the employes of the railroad upon an equal basis. 
If, however, there were a wage commission which at all times was 
studying the question of the proper relative wages of the different 
employes of the railroads and in relation to the wages that are paid 
in other industries; if it could study the question with relation to 
times of prosperity and times of stagnation, such a commission 
would be better able to determine what is a fair wage for each class 
of employes than are the managers or are the men. 

We cannot expect the men to surrender the right to strike 
unless there be provided some measure which will give them fair 
wages and proper conditions of service; and, therefore, if the right 
to strike is to be curtailed it must be accompanied by some law 
which will insure fair treatment. and this can only,be accomplished 
through a wage commission. 

My remedies, therefore, for the existing railroad situation are, 
first, alleviation:—amend the Newlands Act so as to prohibit a 
railway strike until after an investigation of the controversy and 
recommendations concerning its settlement; and, secondly, as a 
final solution, the creation of a wage commission either as a branch 
of the Interstate Commerce Ccmmission or independent of it to 
handle wages for the railroads. 

I do profoundly hope that the present Congress will enact 
legislation to rescue the country from its present humiliating sit- 
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uation. There can scarcely be a doubt that every foreign civilized 
nation was amazed that the United States, which is regarded at 
this time as the one great neutral nation which must exercise vast 
moral power upon the belligerents in the settlement of the world 
war, has so weak and feeble a government, thst it cannot handle 
an economic problem which concerned a small group of its own 
people. I cen scarcely think of our position before the civilized 
people of the world without my cheeks becoming hot with shame. 
I hope that we may escape from further ignominy, and that never 
shall a situation recur in which the government cf the United States 
surrenders to a minority insignificant in numbers. 


THE ATTITUDE OF THE RAILROAD BROTHERHOODS 
TOWARD HOURS AND WAGES 


By A. B. GARRBTSON, 
President, Order of Railway Conductors of America. 


To understand the attitude of the brotherhoods toward the 
question of the shortening of the hours in connection with the wage 
rate in the late eight-hour movement it is necessary to have some 
knowledge of the conditions under which train and enginemen serve. 

When the brotherhoods came into existence in the militant 
sense there were no limitations whatever upon the hours of service. 
Even the twenty-four hours in the calendar day were not a limit. 
The time to complete a trip, even though it might require two or 
three times twenty-four hours, was the requirement and no over- 
time was paid—only the trip allowance being made, whatever it 
might be. The men, through their organizations, first succeeded 
in establishing the twelve-hour day, then the ten, but during all 
those years the greater part of their energy was expended on the 
question of increasing the wage, while at the same time striving to 
limit the excessive use of men even where overtime was paid. 
Every agreement between these organizations and their employing 
railways used to provide that when a man had been used for a cer- 
tain period—presumably sixteen hours—he should be entitled to 
rest, no matter where he might be, but this rule was shamelessly 
violated and as an outgrowth thereof effort was made by legislative 
enactment, and what is known as the “Hours of Service Act,” 
fining the employers for permitting men to work a longer period 
than sixteen continuous hours, was enacted, but under the guise of 
casualties thousands of men every month, as shown by the reports 
of the Interstate Commerce Commission, are working periods rang- 
ing from sixteen to sixty-five hours or upwards, and experience has 
shown that the enactment of that sixteen-hour law operated to 
establish a sixteen-hour day instead of a ten-hour day, as was in 
force and effect, each hour thereof being paid at the pre rata rate 
under the present overtime regulations. 

The men therefore determined to concentrate the energies of 
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the four brotherhoods upon tho effort to do away with such exces- 
sive hours and they formulated the demand for the eight-hour day, 
accompanied by the demand for time anc. one-half time for over- 
time as a purely punitive measure in the hope of making it uneco- 
nomic to use men for the excessive periods which they were being 
used under the going arrangement, which prompted the company to 
use the men up to the sixteenth hour for the same rate of pay that . 
was paid to them for the first or any one of the succeeding ten hours. 

Had the real purpose of the men been only an increase in wages 
the punitive overtime would never have be2n demanded because the 
true incentive to work the men long hours lies in the economic 
feature thereof, and the way to have prod.iced an increase in earn- 
ings would have been to have demanded the eight-hour day with 
overtime on the pro rata basis, as has formerly obtained. The one 
feature of their demand which the men mcst strongly insisted upon 
was the punitive overtime because they realized that no other 
agency would decrease the hours required of them to the same ex- 
tent. And they further realized from practical knowledge of oper- 
ation that overtime in train service is, all statements to the contrary 

notwithstanding, largely a cortrollable factor which will be con- 
trolled whenever the profit is taken from it. 

The following statement by President Lovett of the Harriman 
Lines made before the Senate Committee on Interstate Commerce 
Commission in the hearing on the eight-aour bill brought oue the 
real attitude of the railways: 

We will run the railroads just as we Co now and pay the overtime. That is 
the cheapest way out. Of course, we will do it the cheapest way we can. . . . . 


That is the deliberate judgment of these men ‘railroad operating officers) as ' 
bemg the most economical. 


In other words, the railroad companies were desirous of work- 
ing men for the sixteen-bour day if it brought economic gain. 
Not the slightest trace of humanism appeered in their attitude— 
just the reiteration of the ages old position—that life, comfort, 
safety and happiness must all be relegated to the rear rank when 
profits loom large in the foregrcund. 

The real ‘questions were: Saould men entrusted with the 
safety of train movement be required to woik hours that make 
“Safety First” an empty phrase? Or should they be permitted to 
cease labor as soon after the lapse of a pericd which every tribunal, 
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social or hygienic in its character, has declared to be as long as 
men should be allowed or required to work, in view of the character 
of their service? Or, is the contention of the railway officials to be 
upheld that men should be worked as long as it is economic for the 
employer to work them? 

The position of the railway employes was that they would 
shorten the hours with a probable diminution of earnings in prefer- 
_ ence to taking an increase in the wage scale, leaving the present 
time requirements made upon them in effect. 


t 


GOVERNMENT ARBITRATION AND MEDIATION 


By James T. Youna, 
Professor of Public Administratior, Wharzon School, University of Pennsylvania. 


Is government arbitration and mediation a success in the United 
States? i 
Should it be made compulsory? 
Should the law forbid the calling of a railway strike until a public 


„investigation and report can first be made? 


What change is required in cur present government system for 
setiling disputes? 

The present article is designed to show: 

That the government system has succeeded far beyond the 
strongest expectation of its friends; 

That this success has been won in the settlement of the same 
kind of labor disputes as those now coming up in national and 
local fields: 

That these results have been attained without the element of 
compulsion, which is therefore unnecessary and even undesirable; 

That the benefits of arbitration would be lost, and perhaps the 
whole plan defeated, by prohibiting strikes until an official investi- 
gation coukd be made; 

That the only compulsory feature of a government system 
should be a public investigation and report. 


The annual logs from strikes and lockouts in the United States 
now equals the fire loss, which is about $250,000,000. All are agreed 
that this waste of the national strength should be stopped, by gov- 
ernment s2ttlement if possible. But beyond this point there is the 
greatest diversity of opinion and misunderstanding of the facts. 
The general popular belief is that arbitration is the main feature of 
our present plan of settlement, and that, since arbitration has failed 
(f) we must work cut a new method. Few understand that the 
chief and most successful part o? our system is “‘ mediation,” or, as 
it is sometimes called, “conciliation.” In order to reach any con- 
clusions o2 our future policy, we must first clear up these misunder- 
standings. 

In both the national and state laws a sharp distinction is made 
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between mediation and arbitration. The first effort of public offi- 
cials, when a dispute arises, is to “mediate.” They interview each 
party to the dispute separately and secure the utmost concessions 
which each is willing to make. Next they try to bring about a 
settlement on the basis of these concessions. This plan now dis- 
poses of over four-fifths of the railway cases that come up. Arbitration, 
however, is entirely different. If the officials fail to secure enough 
concessions to settle the dispute, they bend their efforts towards 
obtaining an agreement of the parties to refer the dispute to a board 
of arbitration. This is the substance of the Erdman Act, the New- 
lands Act and all the state arbitration laws. Bearing this distinc- 
tion in mind, let us glance at some of the results of the federal and 
state systems. 

Three national laws have been passed to provide a method of 
settling disputes on interstate railways. 

The law of 1888 was in one respect the best of the three, al- 
though it is no longer in force. It provided that the President 
might appoint two investigators who, together with the United 
States Commissioner of Labor, siould form a temporary commission 
to examine the causes of any interstate railway controversy, the 
conditions which accompanied it, “ and the best means for adjusting 
it.” The report of this body was to be transmitted to the President 
and Congress. Such a purely investigating commission might be 
appointed on the request of either party or by the President himself, 
or need not be appointed at all. The act also contained a weak 
provision for a board of arbitrasion to be chosen by the parties if 
they wished, which should render a decision on all the matters in 
dispute. This decision, however, was not binding. That is, the 
parties might agree to arbitration without consenting to abide by 
its awards. This statute, which remained a dead letter on the 
books for ten years, was never utilized. The reasons are very sim- 
ple and easily discovered: 

(a) The balance of power lay entirely with the railway mana- 
gers; many of the strikes were complete failures; the unions were 
on the defensive. - 

(b) Both sides in the labor ccntroversies of the time were poorly 
organized. No principles or methods of dealing between labor and 
capital had yet been worked out. There were no established habits 
of procedure, but each strike or dispute was an event in itself, sepa- 
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rate and distinct from all others. We were in the “rule of thumb” 
stage of opinion on labor controversies. 

For these reasons the decade 1888-1898, and even to 1905, 
represents an era in which arbitration was not the habitual but the 
most unususl thing to do. 

The seccnd law, known as the Erdman Act, was passed in 1898 
and providec that the federal officers, on learning of a serious inter- 
state dispute, should attempt to mediate in the method already 
described. Failing in this they should, if possible, persuade the 
parties to sign a contract, the terms of which ware fixed by the law 
itself. ‘This contract provided for the submission of the dispute 
to a board of arbitration composed of three members chosen by the 
parties themselves. The award mede by this board should be bind- 
ing for a definite period. An appeal might be taken from the 
board’s decision to the federal courts. It is a remarkable fact that 
only one cage was brought up under this law in the first eight years 
of its historz. This shows clearly that the parties concerned, and 
public opinion in general, had not yet developed to the point where 
arbitration was a natural and instinctive method of settlement. 
In the one case that was presented during this time the railways 
declined arbitration and the government system failed. The em- 
ployes voted to strike by an almost unanimous ballot, whereupon 
the managers conceded the substance of the union’s demands,—a 
settlement that could have been easily made by arbitration. Mean- 
while in the period from 1901 to 1905 there were 329 strikes affecting 

- the railways, with only this single case of attempted arbitration 
above described, and it a failure. This would seem to show con- 
clusively that the unwillingness to make use of the previous act 
was not due to the weakness of the law, but to the lack of experience 
of the parties and the backward state of public opinion. 

Beginning with 1905, however, a complete reversal in conditions 
took place. . Despite the failure of several abortive attempts, the 
unions had finally got a firm grip upon all the labor supply of the 
interstate trains. With this there had come a, parallel developnient 

` in the control of railway capital; mergers had taken place; railway 

systems had been more firmly cemented together; the “community 
of interest” between competing lines had become a familiar feature 
of transport management. In 1902 the public had received that 
dramatic proof of the possibilities of arbitration which we still refer 
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to as “the” anthracite coal strike. This was probably the last 
great contrcversy in which the mining companies felt assured of 
success in a 2ontest with labor organizations, and when victory was 
within their reach it was wrested from them by ths national execu- 
tive who iorted arbitration. It is difficult to exaggerate the spec- 
tacular effecs of this case. It established once for all the fact that _ 
arbitration cn a grand scale in a crisis of national proportions is 
possible. The similarity of the issues with those arising on the 
railways was also helpful. This striking demonstration removed 
the chief obstacle to the use of the Erdman Law, and in the next 
eight years there followed in rapid succession a series of 61 cases, 
most of which were finally solved by mediation, there being only 12 
in which arbitration was necessary. - 

The third act, known as the Newlands Law, was passed in 
July, 1913. It differs from the Erdman Act in only two important 
points,—the boards of arbitration under the Erdman Act were con- 
sidered too small by the railway managers; under the Newlands 
Act they may, by consent of the parties, be doubled to six members 
instead of three. The new law also provides that the work of me- 
diation shall be undertaken by a special, permanent commissioner 
of mediation ecting with one or two other federal officers, to be des- 
ignated by tha President, and forming a “Board of Mediation and 
Conciliation.” Following the 61 cases presented for settlement 
under the Erdman Act, 60 more have already been brought up under 
the Newlands Law, that is, in the last three years as many contro- 
versies have been submitted and settled as in the entire preceding 
twenty-five years. Of these 60 cases, 51 have been settled by me- 
diation and 9 by arbitration. 

Taking the entire results of the Erdman and Newlands Laws 
since 1906, tha‘ is, since arbitration has become an accepted method, 
we observe that a total of 121 cases have been submitted. Of these 
over 70 were settled by mediation. Of the remainder, 21 cases 
were settled by arbitration, or by arbitration combined with me- 
diation. In the remaining cases, the services of the mediators were 
either refused or a direct settlement made without resort to arbi- 
tration. This is an astonishing record. Two features stand out 
with especial prominence—the rapid increase in effectiveness of 
mediation, and the great importance and breadth of the problems 
submitted to arbitration. Mediation settled more than half of the 
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controversies brought up to the beard under the Erdman Law, and 
over four-fifths of those brought in the last three years under the 
Newlands Act. Among the matters subjected to arbitration were 
issues rangiag from the most minute point up to the entire terms of 
employment on over 40 railroads; from the discharge of an electric 
motorman “or disobedience of orcers to the settlement of pay and 
basic hours of work per day for many thousands of men. 

Since 1910 a great cycle of dernands from all of the brotherhoods 
has been presented to the railways. In November, 1912, the en- 
gineets ask3d considerable increases. The substantial part of these 
was granted by an award under the Erdman Act. In April, 1913, 
the firemen followed. Next came the conductors and trainmen in 
eastern tercitory in July, 1916, under the Newlands Act, and finally 
the engineers and firemen in western territory in 1914-1915 under 
the same law. In every one of these a marked and substantial 
advance was scored by the employes. It has been claimed that in 
a recent case the employes discovered that two members of the 
arbitral bcard owned stock in the railway concerned. It has also 
been complained that in some recent controversies the employes 
have not received all that they might properly expect. These are 
the only reascns made public for refusing arbitration in 1916. 
Against them stand the long series of awards above described cover- 
ing a pericd of ten years in which the most meticulous care has been 
taken to preserve both the sensibilities and she substantial justice 
of the employes’ side of each case. Even in the controversy arising 
over the cischarge of a motorman, already mentioned, the arbitra- 
tion board upheld the discharge on the ground of absolute public 
responsibility of the railway officers to enforce obedience to train 
despatchers’ orders, but suggested a reinstatement after 60 days’ 
suspension. The same course was taken in a similar case arising 
under the sixteen hours of service act. 

Thess facts must be weighed in judging the results of our na- 
tional system. For it is not suticient that arbitration shall “keep 
the trains running.” A plan of settlement to be permanent must 
offer more than this. It must afford a means of securing substan- 
tial justice. Any system which continuously raised wages in times 
of business disaster or which kept them dovm when prosperity was 
at the flood tide, would be unjust and hostile to the public interest. 
If arbitretion has erred from this standard it has been on the safe 
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side, in favor of labor. Arbitration has kept the wheels turning and 
has been fair to labor. It has awarded a marked increase in pay 
and a reduction of the basic hours of the work day of every interstate 
train employe in the country. 

In the state governments the experience has been less favorable, 
but shows the same general tendencies as in the national system. 
Wherever, as in Massachusetts and New York, the custom has arisen 
to refer disputes to arbitration and mediation, the state system has 
produced results. On the other hand, where public opinion on the 
question is not active, the parties usually prefer to fight it out among 
themselves, and the mere presence of an arbitration law on the 
statute book is of no consequence. This is a counterpart of the 
early history of the Erdman Act. The habit of arbitration and a 
public insistence on it must first be formed before an arbitral law 
can produce any valuable effects. 

The state acts have usually followed the Massachusetts statute 
passed in 1886. It provides for a state board of conciliation (me- 
diation) and arbitration. This board receives notice from the city 
or town authorities of any dispute which involves more than 25 
persons. The parties themselves may also send notice to the 
board. Upon receiving notice it communicates with both parties 
and tries to reach an amicable settlement by mediation. Failing 
in this, it arbitrates. If this also cannot be secured, the board in- 
vestigates and makes a report, setting forth the causes and assign- 
ing the responsibility for the controversy. It may also at any time 
make an investigation and public report upon any labor contro- 
versy affecting the public welfare. There are some important va- 
riations in the laws of the other states. In Pennsylvania and Ohio, 
for example, a single officer is entrusted with these duties. He 
first mediates and, if unsuccessful, he then encourages the appoint- 
ment of a special board of arbitration by the parties. In Ilinois 
and New York the state board itself acts as the arbitration tribunal. 
In some states the legislatures have merely passed an arbitration 
act and then dismissed the whole matter from their minds. In 
California there is an admirable “system” but no arbitration, 
since the legislature has not even appropriated money for the 
board. 

The Massachusetts and New York systems have proven the 
most successful, particularly the former. In the single year 1915 
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there were 204 disputes submitted to the state board. Of these, 
86 were volurtarily submitted for arbitration; 100 others were set- 
tled amicably by mediation. In 18 others, mediation failed and 
arbitration was refused, so that the board used the power above 
described of making a public inquiry with reeammendations. These 
“were accepted by the parties in all except 5 cases.. 

A reasonably well administered state system will also greatly 
shorten the life of any labor controversy. What this means to the 
community a3 a whole can best be realized from the figures given 
by the arbitration board of any large industrial state. If the dis- 
pute is serious and widespread and invclves the employment of 
troops to preserve order, the loss to the community is a staggering 
one. The Onio board estimates the cost of the Youngstown Sheet 
and Tube Company strike in 1916 et about $150,000 per day. The 
value of any plan which cuts short such controversies and promotes 
a just settlement, therefore, requires no comment. Here the state- 
ment of the Massachusetts board in Fetruary, 1916, is especially 
pertinent—“ The investigation which the board must make in com- 
pliance with the statute in any strike or lockout involving 25 or 
more emploves substantially prevents a long drawn out contro- 
versy.” This board is also called on frequently for advice by both 
employers and workmen and aids in the prevention, as well as the 
settlement, cf controversies. It hes conszantly before it for media- 
tion or arbitration from 20 to 40 cases, and the industries of the 
state have formed a fixed habit-of referring disputes either to the 
state board or to local tribunals. The members of the board’believe - 
that this habit could be strengthened by systematic advertising in 
the newspapers, calling the attention of employers and unions to 
their duty to give notice to the board before resorting to a strike or 

_ lockout. 

In Ohic the results are also excellent, although not as remark- 
able as in Massachusetts. Local boards are also frequently called 
on in that state. In the last two and one-half years, 26 industrial 
disputes have been taken up under the provisions of the act. The 
number of employes concerned has varied from a mere handful to 
over 9,000. During this pericd not a single case of arbitration has 
occurred, but the state officials have secured settlement through 
mediation. This has been successful in 11 of the 26, but these 11 
include all of the larger and more important cases, except those in 
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which the chief or sole question was that of hours. Here mediation 
has been less successful. 

At first glance this result seems rather small, but it must be 
remembered that only the most difficult cases come to mediation 
in Ohio. Where both sides are well organized and accustomed to 
dealing with each other, trade agreements or voluntary settlements 
are the rule, and state settlements are only sought in absclute dead- 
locks or where organization is weak. It is also notable that violence 
is almost eliminated during the time that mediation is in progress. 
Both sides defer all “last resort’? measures pending the state at- 
tempts to effect a settlement. Mediation has shown a notable in- 
fluence in removing the bitterness that often occurs in such disputes. 
This is in part due to the invariable policy followed by mediation 
boards of seeing each side separately. The Ohio board, in its report 
for 1916, says on this point: “In mediating strikes in Ohio during 
the period covered by this repors, the representatives have seldom 
been brought together in conference, but instead confidential con- 
ferences have been held first with one side and then with the other 
until the facts in the case were secured and a satisfactory basis of 
settlement determined upon by the mediators. Usually the final 
terms of settlement have come not as a proposal from either side, 
but as & proposal from the mediators with the definite understand- 
ing that unless it was accepted without change by both sides, the 
proposition would be withdrawn by the mediators and each side 
would be in exactly its former position. Mediation under this 
plan does not disclose to either side either the weak points or the 
strong points in the position of the opposing side. ” 

If, despite all these results, it should be urged that a new type 
of demand is now arising on the railways viz., for a reduction of 
hours, and that this cannot be settled by compromise, such objection 
must be weighed against all that we now know of the possibilities of 
arbitration. Undoubtedly the matter of hours requires an imme- 
diate remedy. The present situation on this point is no longer 
defensible. 

The writer has before him the time record of a man who for 
12 continuous months in 1915 worked over 11 hours a day, seven 
days a week, and there are numerous examples of ten-hour, seven- 
day men. The hours problem is one that requires an immediate 
solution, whether arbitration succeeds or fails. But that it can 
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succeed on this very point may be seen from the merest glance at 
the arbitration awards under the Erdman and Newlands Acts. 
Hours of work have frequently come up in the demands of the rail- 
‘way brotherhoods, and the establishment of the ten-hour day as a 
basis of payment on the railways is itself the result of these very 
arbitrations. Every scintilla of evidence that can be collected 
shows the ability of the arbitzation system to handle this question 
justly and fairly on the railways. There is no type of demand 
which today finds so cordial a response in the public mind as the 
cutting down of working hours to reasonable limits. This definite 
change in ideas is now a well established part of our social customs; 
it is thoroughly familiar to the public, and is in line with what may 
be called our general social policy. It is precisely by inquiry, public 
report and arbitration that this progress can now be best realized. 
In the minds of many perscns our present system falls short 
because it does not provide a legel compulsion for the settlement of 
disputes in public service industries like the railways. Economic 
war, they say, is antiquated and should be prevented by the same 
method that was long ago adopted to stop private war—a compul- 
sory tribunal. Accordingly they ask that either arbitration should 
be absolutely required by law in public industries or else that, as in 
Canada, a strike should be farbidden until due notice of the dispute 
has been given to the public authorities and a period of 30 days al- 
lowed for public investigation and report. There is much force, 
particularly in the latter view. We are undoubtedly approaching 
a time when it shall be necessary for the parties in interest to stop 
and at least listen to publiz opinion before they resort to force. 
Every consideration of public interest seems to dictate an enforced 
period of this kind, to be devoted to impartial inquiry and the pub- 
lication of the facte with an unbiased proposal for the settlement of 
the dispute. But it is equally clear that we have not yet arrived 
at this point. Our public opinion has not yet been expressed in 
definite, unmistakable terms, no? are we willing to enforce any form 
of compulsion. We must irst have some striking and dramatic 
proof of the need af compulsion before we shall be in earnest about 
it. There is only one way to force arbitration by law or even to 
prevent a strike by law pending an investigation and report—that 
is to punish by fine or imprisonment the violators of the law. Can 
we in the present state of public opinion prevent men from entering 
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into a combination of this kind? Let anyone who thinks that this 
is possible without a strong change in public opinion, first picture 
to himself the scene in court when a union official were to be sen- 
tenced to fine or imprisonment for promoting a strike. To secure 
a conviction we must first have borne in upon the public mind the 
strong belief that a fair and impartial method of settlement was 
possible, and that a great public calamity had been brought about 
by the refusal of the accused to resort to this tribunal. When we 
have established these two points beyond dispute in popu“ar opinion, 
we shall be ready for a Canadian plan, but not until then. In the 
zelebrated Bucks Stove & Range case, the three union leaders in- 
volved, escaped largely by reason of their prominence, their un- 
doubted high character and ability, and the peculiar nature of the 
dispute in which they were involved. But it was unquestionable 
that they had violated the law. When the meat packers were 
accused of entering into a combination to manipulate prices, con- 
trary to the Sherman Act, the government secured an immense 
amount of evidence which it considered unanswerable. Yet it 
could not secure a conviction. ‘The trial lasted several months and 
zost nearly one million dollars. The jury rendered a verdict of not 
guilty. Aside from the technical difficulty of proving a combina- 
tion, whether to promote a strike or to manipulate prices, there is 
a lack of strong, definite, clear-cut opinion as to what is permissible 
under the rules of the game of business. 

It is useless to multiply laws, writs and compulsory processes, 
until the public has definitely and unmistakably set its face towards 
the enforcement of thelaw. A compulsory statute might be praise- 
worthy as the expression of a pious wish, but it would settle no con- 
troversies. During our present attitude of indecision can any one 
imagine a department of justice or a federal administration which 
would attempt to enforce such a law without the support of strong 
public opinion? This applies not only to the railways, but to the 
state systems of arbitration as well. No prominent association of 
manufacturers has advocated compulsory ‘settlement. As for the 
workers, the union heads positively repudiate the idea in unmistak- 
able terms. 

Tn order to maintain the right to strike, the union heads feel 
that all forms of compulsory arbitration or compulsory postpone- 
ment of strike must be defeated. Mr. Gompers has said: “ Arbi- 
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tration is only possible when voluntary. It never can be success- 
fully carried out unless the parties to a dispute or controversy are 
equals or nearly equals in power to protect or defend themselves.” 
During this cransition period we must get along without compulsion. 
We must wait until, through the inconvenience, the loss and the 
suffering of a great railway strike, we are all convinced—not of the 
advisability—but of the necessity of a compulsory system. 

And now to consider the last of the questions with which we 
started,—what additions, if any, should be made to our present 
government plan of setilement? The tentative suggestion offered 
here is to make nothing compulsory but investigation, and to leave 
this in the control of the President in interstate disputes, and in the 
judgment of the state boards of mediation in local cases. . But, it 
will be asked, how would such a simple provision have prevented a 
general railway strike? Was not an ultimatum delivered to the 
President that something must be done before Labor Day or traffic 
would be paralyzed? And was noz the Adamson Act passed as the 
only avenue of escape from this catastrophe? The answer is to be 
found in certain facta which, for some reason, have never been 
pressed home upon the public—perhaps because of the distractions 
of a presidential election. . 

(a) The unions never demanded the passage of the Adamson 
Act; they were on the whole rether opposed to any law on the sub- 
ject. 

(b) Their demands were not made on the first of September, 
but in the praceding spring and were definitely formulated for public 
consumptior as early s May. 

(c) At the time of writing, December, there are large numbers 
of brotherhood members who do not know what the real provisions 
of the Adamson Law are,--some even think that it limits work to 
eight hours per day. 

(d) Many of those who do understand the act are extremely 
dissatisfied with its provisions and some even violently opposed to 
it. : . 

(e) A very considerable proportion of freight trainmen are 
employed for much longer hours than the public would approve. 
; If the above is a fair statement of the conditions, it will appear 
that there was abundant time for an investigation before the pas- 
sage of the law; that such an investigation would have immediately 
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turned up certain facts and grievances which would have been rem- 
edied in the natural course of events, just as all other unreasona- 
ble conditions in railway employment have been remedied when 
made public or arbitrated; that such a substantial change could 
have been made in these conditions as to remove all possibility of 
a strike or of public support for a strike if one had been ordered, 
and that all real danger of a conflict would have been averted. The 
proper remedy then was not a compulsory arbitration, nor a com- 
pulsory suspension of the right to strike, but a compulsory investi- 
gation and bublic report of facts with a proposed settlement. If 
the President possessed and would use this authority, the chief 
cause of rai-way strikes would be removed. 


BOOK DEPARTMENT 


MANUFACTURING INDUSTRY 


Donato, W. J. A. The Canadian Iron and Steel Industry. Pp. xv, 376. Price, 
$2.00. Boston: Houghton, Mifflin Company. 


A study of the economic history and problems of the Canadian iron and steel 
industry undertaken with the secondary purpose of throwing light on the rela- 
tionship between the tarif and the production and growth of the iron and steel 
industry. 

This book, which was given honorable mention in the Hart, Schaffner and 
Marx’s Prize Competition for 1913 is an axhaustive and scholarly work, and the 
first of its kinc in the field. It first takea up the climatic, political and material 
conditions which characterize, and in the past, have retarded the development of 
the Canadian industry. The history of the Canadian mdustry is divided into 
three periods. First comes the early history prior to 1879, whose outstanding 
characteristics are fully described and explained; then tke period after the adop- 
tion of the national policy in 1879 to 1897. and finally the modern period of rapid 
growth from 1£97 to the present time. 

As a result of the study of the industry, the conclusion is reached that the 
tariff has been a negligible factor i in the development of the Canadian iron and 
steel industry. 

J. H. W. 


Dunsar, Donain Earn. The Tin-Plare Industry. Pp. 183. Price, $1.00. 
Boston: Eoughton, Mifflin Company 


This history of the tin-plate industry, with special reference to its growth 
in the United States since 1890, is the first-prize essay in the Class A group of 
the Hart, Scheffner and Marx’s Contest of 1914. Particularly interesting and 
.worth while is the comparison between the conditions of production and cost in 
the United Stctes and Wales. In view of our instinctive conclusion as to the 
greater cheapn2ss of European labor, it is particularly significant that the wage 
cost per unit output in the United States and Wales is approximately the same. 
The author comcludes thas although the tariff was one of the factors responsible 
for the remarkable growth of our industry, nevertheless, it is not needed now for 
protection purposes, 

J.H. W. 


Guerrera, Franx B. and Gmusrere, Luuran M. Fatigue Study. Pp. 159. 
Price, $1.5). New York: Sturgis and Walton Company, 1916. 


This, the latest book from the Gilbreth pens, is an inquiry into the problem 
of industrial motions from the side of their results upon the human organism. 
The authors’ aim is to determine accurately what fatigue follows the accomplish- 
ment of various types of work, to sugzest methods of eliminating needless fatigue 
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or mitigating that which is necessary, and to arouse an enthusiasm among man- 
agers, teachers, factory workers and tke public that will reduce the unnecessary 
waste of human energy. 

Fatigue Study is a corollary to F. B. Gilbreth’s earlier Motion Siudy, a book 
that was extremely valuable as a pioneer but suffered the crudities of a trail 
blazer; this second work dealing with ore phase of motion study is far less special- 
ized in subject matter and in general is s much more finished production Never- 
theless, we would be rash to predict for ıt such widespread attention as the pred- 
ecessor received for it does not present to the world such a new contribution to 
thought. 

M. K. 


MONEY, BANKING AND FINANCE 


Wuuis, H. Parker. American Banking. Pp. xi, 361. Price, $2.00. Chicago: 

La Salle Extension University, 1916. 

An earlier volume by Dr. Willis on a similar subject, The Federal Reserve, 
suffers in comparison with the present book, which is more valuable by reason of 
its greater scope, The former was intended for general reading, thə latter as a 
text. While not so divided by the author, the chapters seem to group themselves 
in these four parts: an explanation of thə elements of banking (12 chapters); 
a history of the relation of the government 30 banking (3 chapters); a description 
of the operation of the Federal Reserve System (4 chapters); a comparison of 
American and foreign banking systems and an outline of American banking prob- 
lems (2 chapters). Of these groups the first and third are superior as regards 
content. 

In certain respects the volume is inadequate. It is a physical impossibility 
to describe adequately the banking systems of England, France, Germany and 
Canada in twenty pages. The chapter on foreign exchange, for further example, 
is incomplete. It does not dwell at any length on the various factors affecting 
the rate of exchange, arbitrage in exchange, and other interesting phases of the 
subject. It does treat, however, of the effest of the Federal Reserve Act on this 
department of the banking business. Conditions under the National Bank Act 
are very briefly described, but this is justifiable in view of the present interest 
in the new system. In contrast, certain chapters are excellent, such as those on 
bank loans, bank: deposits, bank notes, capital and reserves, the bank statement, 
and particularly the chapters on the Federal Reserve Act. 

The principle defect of the book is lack of comprehensiveness. Its outstand- 
ing excellence is simplicity. The latter may serve to account somewhat for the 
former. Being designed to serve as a text in correspondence school work, 
necessarily it cannot go into intricate details requiring extensive treatment. 
While other more comprehensive texts may be found it is doubtful whether there 
is any containing a more readable description of the present banking system. 
The author’s connection with the passage of the Federal Reserve Act lends ad- 
ditional interest to his explanations of the purposes of various provisions of the 
act. 

Rosurt RIEGEL, 
Unwerstty of Pennsylvania, 
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SOCIOLOGY AND SOCIAL PROBLEMS 


Evans, Maurcon 8. Black and Wha'e in ihe Southern States. Pp. xii, 229. Price, 
$2.25. New York: Longmans, Green and Company. 


This is a discussion of the American race problem by an English colonist of 
South Africa. The author published a similar volume in 1912 on race conditions 
in his home colony. 

Following some preliminary passages describing the South and outlining its 
- history, the heart of the book opens in Chapter VIII. The economic position of 
the Negro, tha economic and social fear of the whites, their belief in the Negro’s 
inferiority and their prejudice and determination to keep the Negro “in his place” 
are presented 

In two caapters following, the author discusses the thoughts, feelings and 
achievements of the Negro on the basis of racial mixture or purity, giving credit 
for greater practicsl efficiency to the mulatto on account of his white ancestry. 
He seems to iznore the better economic end other chances of the mulattoes before 
slavery and since. The discussion of the Negro church, lodge and education in 
Chapters XJ XI, and XIN hardly brings out anything beyond the ordinary. 
The significance of the Hampton-Tuskegee movement is well appraised. 

The three chapters on Grievances, the Jim Crow Car, Political Rights and 
Wrongs, and. Separation in Schools and Places of Public Resort seem to give the 
stamp of approval to existing condisions From what the author saw, he believed 
railway accommodations equal, leeving out of accoun available facts and tes- 
timony of otrers + the contrary. On Negro disfranchisement, he points out that 
the Negro, although “voteless and voiceless in political affairs,” is the one force 
that makes Southern politics whet they are, “with death to discussion and to 
difference of political opinion.” In Chapters XVIII to XXI, the lack of justice 
in the couris is strongly disapproved; personal injustice to individuals” and 
lynching are terribly arraigned by a searching analysis. 

In contzasting the North, where the Negro is pictured as a “voter without a 
livelihood,” and the South, where he has “a livelihood without a vote” the writer 
fails properly to appraise the potensial value of the vote in protecting workers. 

The vital point of the book, however, is summed up in Chapters XXV and 
XXV about the migration of the Negro population away from the land and the 
pointing out to the Negro and his friends the “great opportunity” now at hand for 
the acquisition of land while it is abuncant and cheap. Also, he advises a clinch- 
ing of the hold upon skilled and unskilled occupations while competition is mild. 

The bibliography is somewhat too brief for a book which attempts to cover 
the whole question in the southern states. From the angle of the reviewer, the 
opinions on the economic situation ace sound and valuable, especially coming 
as they do from South Africa where black men are severely restricted. The 
criticisms about the lack of justice and “air play are wel taken. 

The approval of other civil and political conditions are apparently drawn 
upon & background theory of stetecraft belonging to South Africa rather than 
from the underlying ideale of democracy which America aims to realize. 


Gnores EDMUND HAYNES. 
Fisk Unversity. 
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Koungparricn, Epwin A. Fundamentals of Sociology. Pp. x, 291. Price, $1.25. 
Boston: Houghton, Mifflin Compsny, 1916. 


The author is primarily a psychalogist and has made contributions to the 
literature of psychology with special recerence to education. He has become con- 
vinced that “Sociology may be of as much importance to education as psy- 
chology.” 

The materials which the book contains are intelligently conceived and well 
presented. It classifies social activities according to the needs they serve, 
namely, economic, protective, recreative, cultural, social, moral and religious, and 
educational. The space devoted to activities which serve educational needs 
lacks only two pages of making one fourth of the book. Three chapters are de- 
voted to ccmmunity studies. Each ‘charter is followed by skillful questions. 

The book is intended primarily as a brief text for classes. “No attempt has 
been made at completeness of treatment of any topic.” The work does not go 
deep into explanation. It treats of overt social activities with little reference to 
the sentiments and ideas that underlie them. It seems deliberately to pass over 
this deeper aspect of the subject. Ther2 can be no explanation of the overt 
activities of society, and of the changes they undergo in social evolution, without 
study of the modes of variation in those prevalent sentiments and ideas of which 
the overt activities are an expression, and of those types of causation by which 
prevalent sentiments and ideas are moulced. It is such knowledge alone that 
gives a basis for social control, and it is such knowledge that constitutes the chief 
ecntribution of sociology to education. 

E. C. H. 


Nasarrry, Grorar. Social Progress ard the Darwinian Theory. Pp. xxiii, 417. 
Price, $1.50. New York: G. P. Putnem’s Sons, 1916. 


To all thoughtful men and women whe in this day of world conflict are care- 
fully examining their philosophy of life, this volume is to be heartily commended. 
Only those familiar with European litecat-ure can realize to what an extent the 
belief that the survival of the fittest among nations as well as among animals is 
shown by warfare underlies the present struggle. Even less generally known 
is the fact that some writers, notably the Russian Novicov, hzve for years opposed 
th:s belief and have sought to show that it is contradictory to the teachings of the 
great natura_ists. The present writer has done a great public service by writing 
this volume which is largely based upon the work of Novicoy. The introduction 
1s contributed by Norman Angell. 

_ The bock is divided into three main divisions: The Philosophy of Force; 
Mutual Aid as a Factor of Social Progress; Justice as a Prime Social Need. In 
the first the genesis of the present reliance on a philosophy of force is shown and 
the attempt is made to show that it dces not correspond with the facts and is 
moreover à perversion of the teachings cf sich men as Darwin and Wallace. In 
the second it is sought to show the actual ideas of the naturalists and to demon- 
strate that tke world of nature should be that which man should conquer via the 
rozd of coöperation. In the third emphasis is laid upon moral law and justice 
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as the basis of relations between states as well as individuals to the end that there 
may be a world federation and a change “from anarchy to a League of Peace.” 

“Since there is no possible way of stopping the increase of armaments except 
by international agreement: to surrender the right of conquest and aggression, the 
pressure of the burden of armaments themselves, which caused the Russian Czar 
to call the First Hague Conference, will lead inevitably to the next step of world 
organization, the formation o? a League of Peace. From this step, once taken, 
the road leads straight on to the realisation of the goal of evolution and the high- 
est aspirations of the human goul, the per-ection of the species, and the life more 
abundant for the individual through the establishment of world federation under 
the reign of Justice.” 

The reviewer is not et all convinced that the program as outlined is not in 
reality an attempt to substitute one half truth for another. It is, however, certain 
that the first half truth has been gresily overemphasized and the second greatly 
underestimated. It is well then to have the claims of coöperation strongly pre- 
sented, and this the writer has done. 

Cart Kriany. 
University of Pennsylvania. 


Ossorna, THomas Morr. Society and Prisons, Pp. 246. Price, $1.35. New 
Haven: Yale University Press, 1916. : 


The fundamental scheme of this somewhat informal and popular treatise is 
to contrast the results obtained by the traditional methods of punishing criminals 
and the results obtained by the aid of tha Mutual Welfare League—an organiza- 
tion of the prisoners in the prisons af the state of New York with certain powers 
of initiative, self-control and discipline under the ultimate supervision of the prison 
authorities. The Mutual Welfare Leazue had ite immediate origin in Mr. 
Osborne's self-imposed imprisonment at Auburn: prison where he spent a week as 
an ordinary prisoner, enduring all the hardships of prison life and discipline. In 
ita present form the League embodies some of the results of Mr. Osborne’s ex- 
perience as warden of Sing Sing prison. 

The author bas no difficulty in showing the cruelty and inconsistency and 
disastrous social results of the old mathods of prison discipline and the absurdities 
of some of the old theories regarding criminality and the criminal type. Many of 
the results under the old system were urdoutedly vicious. While some will look 
doubtfully upon the systam of limited self-government as a method of prison dis- 
cipline yet there is convincing evidence that progressive steps are being formulated 
in Mr. Osborne’s scheme that is being inaugurated in the prisons of the state of 
New York. ` - 

As the author describes the inhumanities and monstrosities of prison dis- 
cipline and society’s method for determining criminals it seems inconceivable 
that such practices were—and still are, in some instances—permitted in an en- 
lightened age. Mr. Osborne’s book should aid in the hastening of the newer and 
better day in the treatment of so-cailed criminals. : 

J. G. 8. 
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PaRMELED, Mauricn. Poverty and Social Progress. Pp. xv, 477. Price, $1.75. 
New York: The Macmillan Compeny, 1916. 


This new book is indeed welcome. It isthe most satisfactory work attempting 
to deal with tae entire field of poverty, dependency, and philanthropy which has 
appeared in recent years. The author has aimed to make the book suitable for 
guidance in tLe general problems of citizenship and for “use as a textbook for 
college and un-versity courses on charities, poverty, pauperism, dependency, social 
pathology, ete ” 

Several features differentiate this work from previous works dealing with the 
same field or closely alhed fields. One of these is the fuller consideration of the 
newer facts of biology and psychology in the treatment of poverty causation. 
While the development of knowledge ın these fields is not complete enough to fix 
definite and standardized relationships yet- the connection between them and 
poverty is discussed in a suggestive way. Emphasis is given to the social and eco- 
nomic causes o` poverty. Poverty is shown to be a social abnormalhty, an econo- 
mic defect which has some of its deepest roots in the nature of the social organiza-. 
tion. The whole subject of causation is dealt with from the viewpoint of its 
fundamental sccial and economic elements. The social and economic measures 
for the prevention of poverty are also emphasized. Chapters are given over to 
the discussion of the problem of distribution, dealing with such topics as the 
raising of wages, the regulation of the labor supply, the re-distribution of income 
from the ownership of property, and the productiveness of society The factors 
of causation and the methods of prevenzion are the two primary points of attack 
in the solution of the problem of poverty. The author’s concept of social prog- 
ress (which givas lfe and spirit to a working program dealing with poverty) 1s 
“the progress cf society towards a democratic organization inspired by a hu- 
manitarian idegl.” 

There are several ways ın which the excellence of the book might have been 
improved. The basis of selecting the bibliography is not clearly defined Much 
good material regarding the facts and conditions of poverty is left out and other 
material more remotely relating to the subject of poverty is inserted. In its 
present form tke biblography is not cassified according to the nature of the 
material and gs a result ıt 18 not so largely usable or suggestive. There is some 
doubt about the proportion given to some phases of the subject. Comparatively 
little space 18 devoted to the present methods of dealmg with poverty and the 
dependent classes. It is a question wheather these should not have been more 
fully discussed since they are the usual avenue of approach whereby interest is 
developed in the more fundamental phases of causes and prevention. The book 
1s not primarily edapted for beginners in the field requiring too much background 
in the social sciences. At times the terminology could have been sumplified or 
modified to advantage. The Enghsh terms regarding feeble-mindedness are 
misleading for thay differ in meaning somewhat from the terms in American usage. 

Such an able and scholarly treatment of the subject of poverty in its relation 
to the life and id2als of our time 1s bound to be a guide and stimulus to the stu- 
dents and workers along social and philanthropic lines. It suggests new and 
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undeveloped phases of study and research which must be explored if the prob- 
lem of poverty is to be met and scientifically solved. 
Jamas G. STEVENS. 
University of Ilinois. i 
Worx, Moxnros (Ed.). Negro Year Book, 1916-17. Price, 35 cents. Tuskegee 
Institute: The Negro Year Book Publishing Company, 1916. 


INTERNATIONAL QUESTIONS 


Lapp, Wou. An Essay on a Congress of Nations for the Adjusiment of Inler- 
national Disputes without Resort to A~ms. (Reprinted from the original edi- 
tion of 1840 with an introduction by James Brown Scott.) Pp. 1, 162. 
Price, $1.00. New York: Oxford University Press, 1916. 

Maca, E. R. O. von (Ed.). Official Diplomatic Documents relating to the Outbreak 

~ of the European War. Price, $6.00.. New York: The Macmillan Company, 
1916. 


During the last two years there has been issued a series of publications in 
which the official dosuments relating to the Great War have been reprinted. The 
American Association fo> International Conciliation first published in separate 
reprint form the most impcrtant of these documents. Then came the excellent 
work of Professor E. C. Stawell on The Diplomacy of the War of 1914, in the first 
volume of which many of zhese documents were printed. In the present work 
we have the most comp ete compilation heretofore attempted. This volume is 
divided into three parts. The first contains the despatches sent and received at 
the various foreign offices of the countries involved in tha war. In Part II there is 
reprinted the Austro-Hungarian Red Book, the French Yellow Book, the German 
White Book and ths British Blue Book. Part IT contains in systematic arrange- 
ment a series of documerts which will be particularly useful to the student of 
international relations and which are not accessible to the average reader, such 
as, for instance, the so-celled “Brussel? Documents,” found at the time of the 
capture of that city, and intarpreted by the German government to indicate a 
secret understanding between Belgium and Great Britain with reference to the 
protection of Belgian territory. 

In a volumincus appendix the author has arranged photographic reproduc- 
tions of a large number of official documents, of which the most important are 
the notes exchanged between the diplomatic representatives of the teutonic 
powers and their respective foreign offices. 

In his preface the author mentions the fact that he has contented himself 
with “the hard and slow work of collating the despatches and bringing order out 
of chaos.” He intimates shat at some future time he will undertake the discus- 
sion of their significance, but that the present work is intended exclusively as a 
source book for students. á 


L. 8. R. 


` 
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QuesapA, Ernzsto. Nuevo Panamericarismo y el Congreso Cientifico de Washing- 
ion. Pp. 364. Buenos Aires: Talleres GrAficos del Ministerio de Agricultura 
de la Nación, 1916. 


In a volume of 364 pages Dr. E-nesto Quesada, Chairman of the Argentine 
Delegation to the Pan-American Scientific Congress, gives an illuminating account 
not only of the work of the congress but of the larger Pan-American problems in- 
volved. He shows clearly the great. international service performed by such 
congresses. particularly in cultivating closer cultural ties between the republics- 
of America. It is to be hoped that in each country of the American Continent a 
publication as helpful as that of Dr. Quesada will be issued. The author has per- 
formed a real international service in placing before his countrymen this excellent 
presentation cf the significance of the work of the congress. 

L. 8. R. 


Scorr, James Brown. An International Court of Justice. Pp. vii, 108. Price, 
$1.00. New York: Oxford University Press, 1916. 


Scorr, Janes Brown. The Status of the International Court of Justice. Pp. 
iv, 98. Price, $1.00. New York: Oxford University Press, 1916. 


THE WAR 


Burns, ©. Deusum. The Morality of Nations. Pp. mi, 254. Price, $1.50. New 
York: G. P. Putnam’s Sons, 1916. 


Minuroup, Mavrres. The Ruling Caste and Frenzied Trade in Germany. Pp. 
159. Price, $1.25. Boston: Houghton, Mifflin Company, 1916. 

Hows, Freperic C. Why War? Pp. xvi, 368. Price, $1.50. New 
York: Charles Scribner’s Sons, 1916. 

Saar, Stanuey 8. Handbook o7 the European War. Volume I. Pp. vii, 
344. Price, $1.00. White Plains, New York: The H. W. Wilson 
Company. 

Branas, Aurrep (Ed.). Hanabock of the European War. Volume II. 
Pp. xi, 303. Price, $1.00. New York: The H. W. Wilson Company, 
1916, : 

iKnmnsist, Epwarp. Nationalism, War and Society. Pp. xxxv, 276. 
Price, $1.50. New York: The Macmillan Company, 1916. 

Brewer. Danmar Cuaunony. Rights and Duites of Neutrals. Pp. ix, 
230. Price, $1.25. New York: G. P. Putnam’s Sons, 1916. 


Professor Millioud holds the chair of Sociology in the University of Lausanne 
and is therefore a citizen of a neutral ccuntry, and Suir Frederick Pollock, in an 
introductory noze, tells us we should keep in mind that the work is the judgment 
of a neutral. A careful reading, however, will hardly confirm such a conclusion. 
While it is an important work, original in its conception and vigorous in argument, 
one cannot but feel that the author, thorgh logical enough in-his conclusions, has 
reazoned from premises that are not always substantiated. He assumes without 
argument thet Germany started the wer and finds four reasons for her hasty 

eaction: the first reason 1s that given by Germany herself, that she was the victim 
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of aplot; the second explanation, the one accepted in England and in part in the 
United States, rests upon the theory that might makes right; third, that Germany 
fought to get rid of the strangling rope with which the other powers were binding 
her; but greatest of all the causes was Germany’s attempted economic conquest 
of the world. The whole sccial order was so bound up in this conquest, which 
had been accumulating force for some time and which carried with it the seed of 
its own destruction, that the German people were facing national bankruptcy and, , 
to avert the crisis, war was declared. In the opinion of the reviewer the work is 
open to two fundamental criticisms. In the first place, the economic develop- 
ment of Germany at home and abroad is described as something wholly sinister 
and underhanded and unlike that of any other nation; in the second place, the 
author fails to show just how a war, even if successiul, would, in the opinion of 
Germany, rehabilitate the waning fortunes of the ruling class, which in his opinion 
does not consist merely of a chosen few but includes the graat middle class as well. 

A much saner view is expressed in Mr. Howe’s work. No one country is 
alone responsible for the war. The real explanation is rather in the diplomatic 
victories and resentments over Morocco and Turkey, in the aggressions of British, 
French and German financiers and concession seekers, and in the exploitation of 
weaker peoples that have fallen under the dominion of Great Britain, France and 
Germany during the last thirty years. Mr. Howe’s book is entirely free from 
prejudice, special pleading and hypocrisy; he accepts neither the doctrine of 
German “Kultur” nor of British “morality”; capital and the exploitation of 
weaker states are the underlying motives in the present war. ' 

Out of the mass of literature which the war has produced, Mr. Sheip has 
constructed a valuable handbook by sifting the most representative opinions 
concerning the great conflict and presenting them in extract and excerpt form. 
A historical summary of each nation engaged in the war precedes the opinions 
quoted and gives a background to the discussions. This volume presents the 
most important facts leading to the war, while the secand volume of the series, 
edited by Mr. Bingham, follows the general plan of the first but deals with events 
which concern themselves more particularly with the war itself. 

Mr. Kriebel’s book might also properly be called a handbook for, except the 
thirty-five pages of introduction by Norman Angell, containing his well known 
argument, the work sets forth the views o? the most prominent writers on national- 
ism, force, war, militarism and pscificism. Thesa ars arranged in analytical 
outline form and are supplemented by brief statements by the author. Numer- 
ous references are given at the end of each chapter and statistics and diagrams 
add to the usefulness of the book as a guide and work of reference upon the subject 
indicated in the title. 

All of the above mentioned volumes deal primarily with the nations at war. 
Mr. Brewer, on the other hand, considers the case of the neutrals. The doctrine 
of blockade and contraband, questions dealing with the freedom of the seas and 
measures and conditions calculated to atect favorably or unfavorably the future 
of the United States are the principal subjects discussed. It is a brief but clear 
and impartial statement of the rights of neutrals as affected by the present war. 


= Kari F. Guise. 
Oberlin College. 
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Spraour, Caaries. The Diplomate Background of the War. 1870-1914. Pp. 
xv, 311. Frıce, $2.00. New Haven: Yale University Press, 1916. 


The study of modern history has received from the present war a stimulus 
which must give it henceforth a more permanent position in the curriculum of 
universities and colleges. In the present volume Mr. Seymour enters a compara- 
tively new field, occupied hitherto by a few excellent general histories, such as 
those of Phillips, Rose, Andrews, and Hazen, and by biographies and special 
treatises not generally accessible. Beginning with a study of Bismarck’s creation 
of the Triple Alfance and of the Dual Alliance which counterbalanced it, the author 
passes to a discussion of the development of German world policy both in respect 
to its economic and its moral factors. This ıs followed by a consideration of 
British foreign policy, and of the diplomatic revolution by which Britain put aside 
her policy of opposition to France and Russia in favor of coéperation. The conflict 
of the two allarces is next desombed, and the closing chapters deal with the Balkan 
wars and the crisis of 1914. In addition to a bmef bibhography arranged for 
each individual chapter the author gives frequent references in footnotes, though 
for the most part to secondary sources. It is scarcely necessary to say that there 
is still room foe a more exhaustive work based upon original documentary evi- 
dence, 


C. G. F. 


Trorrer, W. Instincts of the Herd in Psace and War. Pp. 213. Price, $1.25. 
New York: The Macmillan Company, 1916. 


Many thirgs indicate that man is essentially a gregarious animal. “1. He 
is intolerant ard fearful of solitude, mental or physical. . . . 2. He is more 
sensitive to the voice of the herd than to any other fluence. . . . 3. Heis 
subject to the passions of the pack in his mob violence and the passions of the 
herds in his panics. . . . 4. Heis remarkably susceptible to leadership 
. . . 5. His relations with his fellows are dependent upon the recognition of 
him as a member of the herd.” 

Recogrizing that this gregarious instinct is as powerful today as ever we 
may see that man can develop three types of society. He may imitate the “pro- 
tective gregarinusness of the sheep and the ox”; he may model his society after 
the “aggressive gregariousness of the wolf and the dog” or he may follow the 
pattern of “ccmplex social structure of the bee and the ant, which we may call 
socialized gregariousness.”” 

The present European war is not due to any necessity of contest between 
nations. Is is a mark of the breakdown of standards or rather of the failure to 
realize the necessity for social ideals. It was the great merit of Germany that 
she saw the enormous possibilities of a conscious social order. Unfortunately, 
her traditions and her division into socal slasses led her to adopt the model of she 
wolf and to accept the philosophy that progress involved dominance over other 
types. This ideal of human society, the author thinks, must be replaced by the 
socialized gregnriousness. Society, in other words, has become 2 great and new 
biological unit which must replace the old individuahsm just as the multi-celled 
organisms ach‘eved a higher position than was possible to single-celled forms. 
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The orignal thesis was written and published long before the war. The 
latter part is added as a result of the corflict which all want to understand. The 
thesis is developed in most interesting fashion and will repay careful considera- 
tion. To me it has proven one of the most attractive af recent European books, 

Caru Kasny. 
University of Pennsylecnta. 


Waxwaumr, Emus. Belgium and the Creat Powers. Pp. xi, 186. Price, $1.00. 
New Yors: G. P. Putnam’s Sons, 1916. 

Guror Yvas. Les Causes et les Conséquences de la Guerre. Pp. xxv, 422. 
Price, 3 fr. 50. Paris: Librairie Félix Alcan, 1916. 

Amprissy, Junius Count von. (Trans. by Ernest J. Euphrat.) Whose 
Sia is the World Warf Pp.154. New York: Era Publishing House, 
(for sale by Baker.) 

Famp, Auremp H. The Restoration of Europe. Pp. xiv, 157. Price, 
$1.00. New York: The Macmillan Company, 1916. 


Mr. Wax-veiler’s bock is a continuation of the defence set forth in his work 
of a year ago—Belgium, Neutral anc Loyal” (noticed in the March 1916 
number of The Annals). i 

The two volumes next in order, if read together, form & combination which 
will give the reader a better estimate of the causes of the war than either volume 
would if taken by itself, for each is written from a partisan viewpoint. The first 
edition of M. Guyot’s work appeared in July, 1915. This, the second edition, 
issued nine months later, contains no important changes. The political, eco- 
nomic and historical causes of the wer are set forth with a clearness characteristic 
of the writer. It must be said, however, that while the author aims to give the 
facts without prejudice, the conclusions cf the work do not leave the impression 
that his aim has been accomplished. He arrays his facta with a bias and with 
an evident attampt to write Germany down at every point. His remedy for a 
permanent peece is nothing short of “a political and moral dissolution” of the 
German and Austro-Hungarian empires. Germany rather than Austria is, in 
his opinion, to blame for the war. Count Andrássy, on the other hand, accepts 
in behalf of Austria full responsibility for the part his country has taken in the 
war, and while largely excusing France for participation in the struggle, and even 
justifying Enghsh interference in a meastre, he finds the chief cause in Russia’s 
Balkan ambitions. In view of Russia’s attitude Austrc~-Hungary could not do 
otherwise than defend hereelf against the inevitable disintegration planned by 
her enemies. Coming from a partisan, ıb is a very fair account written in a spirit 
of candor and moderation. 

If Dr. Fried had not received the Nobel prize in 1911, this work alone should 
entitle him to that distinction, for it is by far the best work on the reorganization 
of Europe after the war that has thus far eppeared. His interest in international 
questions has keen life-long and he approaches the subject from the atandpomt 
of one who thoroughly understands the problems involved. The present war is 
due to international anarchy and is the logical outcome of the kind of “peace” 
which preceded it. All the peace treaties of the past have contained the germs 
of the next war and & peace that is permanent must be based upon the economic. 
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interests of all nations. Europe organized upon the principle of the Pan-Ameri- 
can Union comes, in his opinion, neazest to meeting these conditions. 
Kanu F. GRIBER. 
Oberlin College. 
4 


MISCELLANEOUS 


Ford, Henry Jongs. Woodrow Wilson. Pp. 332. Price, $1.£0. New York: 
D. Appleton and Company, 1913. 


HERBERTSSON, A. J. and Howarra, D. J. The Ozford Survey of the British Em- 
pire. 6 vols. Pp. lxiv, 2129. Price, $21.75. New York: Oxford Uni- 
versity Presa. 

The student in search of information on present-day economic and political 
conditions in foreign countries often finds it difficult to secure, without a great 
amount of reading, material that deals with the underlying facts of the geography, 
resources, industries and peoples so necessary for a proper interpretation of & 
country. Historical surveys there are in plenty, but comprehens-ve and authori- 
tative descriptions of the lands themselves and their economic resources are con- 
spicuous by their rarity. These six volumes supply suck descriptions for all the 
lands that make up the British Empire. ‘In the words of the preface their object 
is “to furnish a survey of the Empire and its constituent parts in their geographical 
and allied aspects, together with their economic, administrative and social con- 
ditions, at the present time.” Five of the volumes deal with British possessions 
in five continents: Vol. I, The British Isles and Mediterranean possessions; Vol. 
L, India and other Asiatic possessions; Vol. III, African territories; Vol. IV, 
Canada, Newfoundland and other New World Possessions; Vol. V, Australia, 
New Zealand, the Pacific Islands and Antarctic. The sixth volume, entitled a 
General Survey, deals with such topics as British Colonial Administration, Impe- 
rial Defense, Problems of Health and Acclimatization, Imperial Commerce and 
Communications, 

Most of the material in the volumes is given to the major divisions of the 
Empire—The British Isles themselves, :ndia, Canada, the Union of South Africa 
and Australia, Each division is a compilation of chapters by different authors 
of recognized authority on the topic treated. As an example of the method of 
treatment, the section on South Africa may be taken. It contains a chapter on 
Physical Geography and Geology of the Union of South Africa; one on Climate 
by the Government Meteorologist; others by competent writers on Vegetation 
and Fauna; Agriculture; Peoples; Government and Finance, ete. Each of the 
other divisions is treated under the same general outline. The smaller countries 
of the Empire are covered. by single chapters, such as, for example, Labrador by 
W. T. Grenfell, At the end of each chapter is a short bibliography, and at the 
end of each volume tables of statistics—geographical, commercial, social and finan- 
cial—and a gazetteer of towns. Scattered through the volumes are several finely 
executed colored maps, both physical and political, and a large number of dia- 
grams and maps in black and white. These, together with many half-tone plates 
from photographs, greatly augment the value of the text. 
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The editors have succeeded to an unusual degree in overcoming the defects 
common to compilations of this kind. Repetitions occur, as is probably inevita- 
ble where many writers contribute to a single work; likewise relationships that 
should be drawr between tne facts of different chapters are not stated and these 
gaps must be bridged over by the reader, but, in general, unity of treatment has 
been secured in spite of diversity of authors. The geographical viewpoint is 
consistently mamtained; economic responses to physical environment are em- 
phasized, but other determining factors are not overlooked; present conditions 
rather than pas; history ace presented. As might be expected, the quality of 
the chapters vary, but taken as a whale, this series is the best description of the 
physical, economic and social ecnditions of the various parts of the British Empire 
that we have. É 

G. B. RoorBACH. 
University of Pennsylvania. 


Horxme, J. Ceser (Ed.). The Canadian Annual Review, 1918. Pp. 880. 
Price, $4.00 Toronto: The Annual Review Publishing Company, 1916. 


As might bs expected, this issue is given over largely to the European war. 
The first four handred pages have to do with such matters as the position of the 
various belligereats during 1915, a chronology of the war, Canada’s responses to 
war demands—ter contribution in men, money and achievements. Then follow 
an appraisal of the position of the United States during the progress of the war 
and a record of the diplomatic relations between the United States and Great 
Britain, 

Without imputing to the first pars of the Review a lack of good faith or inac- 
curacies one may still suggest she advisability of continually applying the ordi- 
nary tests of hissorical criticism. 

The last focr hundred pages of the book treat of the outstanding issues and 
problems in each of the various provinces of Canada during 1915. Such data 
regarding our northern neighbor are not to be passed over lightly by anyone wish- 
ing to keep fully posted on whet was doing in 1915. 

C. H. C. 


OLcorr, Cuaries S. The Life of Wiliam McKinley. 2 vols. Pp. xxiv, 818. 
Price, $5.00 Boston: Houghton, Mifflin Company, 1916. 


The task of writing a biography of President McKinley was fortunately 
undertaken by £n author of experience and literary ability. Having been con- 
nected with the sublishing house of Houghton, Mifflin and Company for twenty- 
five years, Mr. Olcott brought to his work good standards and has succeeded. in 
living up to thos3 standards in presenting the life and work of William McKinley. 

About three-eighths of the book deals with Mr. McKinley’s early life and his 
work up to the time of becoming president, the remaining five-eighths of the work 
are devoted to a discussion of tae tesks that confronted President McKinley and 
the spirit and manner with which he dealt with the problems he had to settle. 
The author is thoroughly in sympathy with Mr. MoKinley’s views on the tariff 
and upon all other public questions with the solution of which President McKinley 
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was concerned. This tends to deprive the work of a critical character and to 
make it almost without exception laudatory. 

Mr Olcott very properly gives a large amount of space to the discussion of 
events that preceded the Spanish-American War and to a consideration of Presi- 
dent McKinley’s conduct of the war. Mr. McKinley is entitled to great credit 
for the determination he manifested in holding Congress back foz months from 
declaring war on Spain, and he is rigktly entitled to credit for the manner in which 
he directed the peace negotiations. He has placed the country under great obli- 
gations for the way in which he organized the government of the Philppine 
Islands. Mr. McKinley, Secretary Root and Governor-General Taft started the 
American government in the Philippines in a manner that is entirely creditable 
to the Urited States. Among the other subjects considered by Mr, Olcott is the 
policy of the United States towards China during and after the Boxer trouble, 
The policy pursued by President McKinley and Secretary Hay wes as successful 
as it was magnanimous and commendable. - 

Emory R. JOHNSON. 
University of Pennsylvania 
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ERRATUM NOTICE: LA SALLE EXTENSION UNIVERSITY 


In the article on “Correspondence Sckool Instruction by Non-Academic 
Institutions” which appeared in the September, 1916, issue of The Annals (page 
205), the name “La Sale Insitute” should have read “La Salle Extension Uni- 
versity.” This correction is made at the suggestion of the author and in fairness 
to the La Salle Extension University, of Chicago, concarning whose work data 
are there given. 


INCOME POLICIES 


By Warrer LeMar TALBOT, 
President, The Fidelity Mutue!l Life Insurance Company. 


All life insurance is a provision for the future. For many years 
it was the provision of a definite sem of money to be paid in full to 
the beneficiary at the death of the insured. Income insurance looks 
a little farther into the future; it sefeguards the proceeds of the pol- 
icy by making definite provision for their distribution over a period 
of years. This form of insurance i3 one of the more recent develop- . 
ments of the life insurance idea and it stands out as a milestone in 
our economic progress. Before the coming of income policies, when 
a man insured his life under one of the usual forms oi life policies, he 
was looking ahead to the day when death would deprive his wife or 
other dependents not only of his presence and companionship, but 
also of his income, and he visualiz2d the payment by the insurance 
company of a stated sum of money which would, in part at least, 
compensate his dependents for th= loss sustained. In the light of 
this later development of income insurance, the man insuring today 
has a clearer vision of the future. He can see well beyond the time 
of his own death; he can reach out into the after years, by means of 
an income policy, and can thus assume the burden of a proper dis- 
tribution of the proceeds of his life insurance instead of placing this 
burden upon his dependents. He can also insure such a proper dis- 
tribution to his own declining years. 

Everyone who knows anything at all of life insurance has heard 
of at least three of the plans upon which it is written, namely, ordi- 
nary life, limited payment life and endowment. Tae first plan pro- 
vides for the payment of a stipulated level premium during the 
entire lifetime of the insured; the second plan provides for the pay- 
ment of a stipulated level premium for a limited number of years. 
Both plans give insurance for life, under promises to pay the amount 
of the insurance to the benefic:ary upon the death of the insured. 
The third, or endowment plan, like the limited payment plan, con- 
templates the payment of premiums for a specified number of years 
only, but unlike either, the insurance is effected under promises to 
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pay the amount thereof upon the insured’s attaining a certain age, 
or at death prior thereto. 

Until within recent years the proceeds of these and other forms 
of policies were paid to beneiiciaries in a lump sum. Latterly it has 
become much the vogue to disburse the proceeds in instalments, and 
therein lies the origin of the income policy. It will be seen, there- 
fore, that the income policy is not a new plan of insurance, but 
simply contains a device or method, grafted on to the older plans, 
for leaving the proceeds of the policy with the insuring company, to 
be paid in instalments; and it may be written on the ordinary life, 
limited payment, endowment, and even on the term plan. 

Income policies are divided into two great classes—those which 
provide income fcr beneficiaries and those which provide income for 
insurants themselves. The first is constructed by incorporating the 
income feature in ordinary life and limited payment life plans; the 
second is constructed by applying the same method to endowment 
plans or by the incorporation of disability benefit provisions in any 
of these plans. A treatment of the idea as & whole entails the con- 
sideration of the various types of inzome provided, and the applica- 
tion of these types to each of the forms of insurance to which they 
have been adapted. 


TYPES OF INCOME 


“Income” is rather a broad term. In its general application 
it may cover reyenues arising from many sources. In its applica- 
tion to the subject in hand it deals specifically with certain types of 
instalments and annuities, hence it is desirable that our terminology 
be made clear. 

Instalments. The term “instalments” when used in connec- 
tion with an insurance policy reřers to sums of money payable at 
stated times for a definite pericd. We thus have policies payable 
in ten, fifteen, twenty or more annual instalments certain; and in 
such case the instalments are payable during the fixed period 
whether the person to whom they are payable lives out that period 
or not. If the person to whom such instalments are payable dies 
before the end of the period, the remaining instalments can be made 
payable to the estate, or the commuted value of the same can be paid. 

Life Annuities, A life annuity is an amount payable each year 
to an individual, dependent upon the continuance of the life of that 
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individual. A deferred annuity is, as its name implies, one in which 
the payments to the annuitant begin at some time in the future. 

Continuous Instalments. The term “continuous instalment” 
is one that is used quite commonly in connection with income poli- 
cies. This is a plan of settlemert which combines with the pro- 
vision for instalments certain a deferred annuity of equal amount to 
begin on completion of the instalments certain and to be paid as long 
as the beneficiary shall survive thereafter. 

Thus it will be scen that the term ‘‘ Income Policies ” as applied 
to the ordinary forms of whole life insurance is a very flexible term 
and, as I shall develop it later, stretches still further than this in its 
application to an income for the insured himself under endowment 
policies and under disability provisions. 


INCOME TO THE BENEFICIARY 


Instalments Certain. As bas been pointed out, instalments cer- 
tain may be arranged for various periods of years: five, ten, fifteen, 
twenty, twenty-five or thirty. Twenty years is the period most 
commonly used. A settlement by instalments certain deals with 
definitely established facts; it is not dependent upon a life contin- 
gency except as to the time of payment of the first instalment, and 
this contingency, while it enters into a consideration of the premium 
to be charged, has no bearing whatever upon the amount or number 
of the instalments to be paid. 

There are two distinct forms to be kept in mind. The one, for 
illustration, provides $10,000 of insurance which, upon the death of 
the insured, shall be paid to the beneficiary in twenty annual instal- 
ments. In this case at time of settlement the company has in hand 
$10,000 with which, at an assumed interest rate of 34 per cent, it can 
guarantee twenty annual instalments of $679.80. The other form, 
instead of increasing the instalments by interest accretions, ap- 
proaches from another angle, by ciscounting the interest earnings. 
This form, in contrast with the example I have just cited, provides 
twenty annual instalments of the fixed amount of $500. The ulti- 
mate amount payable to the benefciary in this case, it will be seen, 
is $10,000, but the actual amount which the company must have on 
hand at the death of the insured not $10,000 but its discounted 
equivalent. At an assumed interest rate of 3% per cent this actual 
amount would be $7,354.90. In the first case the company charges 
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premiums upon an insurance of $10,000; in the second, it charges 
premiums only upon the actual amount of insurance involved, or 
$7,354.90. Either of these forms could be called a $10,000 policy, 
but they represent two distinct values: one an immediate $10,000 
the other an ultimate $10,000. The fact that these things are so 
similar in name and yət so dissimilar in value unfortunately has led 
at times to unscrupulous misrapresentation. Applicants, in cases 
of competition, have been led to believe they were getting the full 
amount of insurance at a lower rate. As a measure of protection 
several state legislatures have required that contracts payable in 
instalments must show prominently the commuted value or cash 
equivalent of such instalments. 

Continuous Instaiments. The instalments certain policy, as I 
have shown, converte capital into income; this income continues 
only for a stated number of years, twenty years being the usual 
period. But the beneficiary may live longer. Having been accus- 
tomed to a fixed income, what will the situation be when that in- 
comé ceases? To answer this question the late Emory McClin- 
tock, for many years the well known actuary of one of the prominent 
New York companies, devised the continuous instalment feature. 
The first policy of this kind, according to the best available informa- 
tion, was issued on February 1, 1893. 

The provision of instalments certain is a relatively simple 
matter. It does not make any difference whether the beneficiary 
is five years of age or fifty years of age, the premium rate is the same. 
But the assumption of an obligation to pay twenty annual instal- 
ments certain, and to continue to pay the same amount annually 
thereafter so long as the beneiciary lives, immediately involves a 
new and very important fact, the age of the beneficiary; for it be- 
comes necessary in this case to combine with the instalments certain 
a deferred annuity to the beneficiary of the same amount, to begin 
twenty years after the death of the insured. 

Under this form of settlement the company stands obligated to 
pay twenty instalments certain to somebody. Should the bene- 
ficiary die before these twenty payments have been completed, then 
the residue is payable to the estate of the beneficiary’ Usually in 
this case policies provide that upor. the death of the beneficiary the 
commuted value of the unpaid instalments shall be paid to the estate 
of the beneficiary inalumpsum. The theory is that the purpose of 
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the income has been fulfilled, anc it facilitates the settlement of the 
estate to bring the contract tc an immediate termination. Of 
course, the death of the beneficiary of itself terminates the deferred 
annuity agreement and no value vests in the estate of the beneficiary 
by reason of this termination. Under the continuous instalment 
form, if the beneficiary die before the insured, this immediately 
terminates the deferred annuity agreement and, from that time on, 
the annual premium is reduced by the amount charged for the de- 
ferred annuity, the policy contiruing for the face amount payable 
in twenty instalments certain. A new beneficiary may be substi- 
tuted, but the deferred annuity feature cannot be restored as the 
life upon which it was originally predicated has ceased to exist. 
Among very competent lif2 insurance critics there are those who 
do not place a high value upon zhe continuous instalment feature. 
They argue that in the average cese of aman and wife their ages are 
approximately the same, their chances of survivorship are about 
equal, and they point out that tke probability of the wife surviving 
the husband for a period of more than twenty years is necessarily 
remote. While there is merit in this argument so far as it goes, the 
fact remains that the true values of these possibilities are taken into 
account with mathematical exactness in the making of the rate, con- 
sequently the benefit bears a proper relation to its cost. In the 
case of a son insuring for the benefit of his mother, I grant that 
the continuous instalment feature is not particularly interesting. 
At the outset there is a disparity of many years in their ages. Pro- 
jecting this age-difference into the future on the basis of the Ameri- 
can Experience Table of Mortalisy it will be seen that it is unlikely 
—but of course not impossible—that the mother will live to profit 
by the deferred annuity prov-sion. Reverse the order. Consider 
the case of a parent insuring fcr the benefit of a young child and the 
continuous instalment feature immediately takes on a new meaning. 
But, as I have pointed out, the rate in all these cases is determined 
with mathematical exactness and the insured in each case gets 
exactly what he pays for. . 
Monthly Income. This policy involves no new principle. It 
merely introduces a new methoc of payment—the instalment idea 
carried to a finer degree. By a computation of interest it is not 
difficult to reduce an annual instalment into semi-annual, quarterly, 
or monthly payments. Under the usual forms the first annual in- 
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stalment is payable immediately upon due proof of the death of the 
insured. With many companies it is the practice, where monthly 
payments are desired, to make a simple division of the annual in- 
stalment into twelve parts without regard to interest, reasoning that 
the interest on the eleven deferred payments about compensates for 
the additional labor and expense of making twelve payments each 
year instead cf one. 

Immediate Payment and Monthly Income. This policy also 
involves no new principle. It is an ettempt to adjust the method of 
settlement to the beneficiary’s exact needs. As the name implies, it 
provides an -mmediate payment, usually one-tenth of the face 
amount, and thereafter a monthly income. The theory is that 
death, generally preceded by sickness, entails extraordinary ex- 
penses and a readjustment of the family finances. By providing 
for the payment of one-tenth of the face amount at death, this need 
is met and the beneficiary is assured an income for the future. 

Optional Modes of Settlement. Recently it has become more or 
less general practice to include in the regular policy forms, even 
term policies, a provision offering various modes of settlement at 
death or maturity. Usually there arz three options: 

1. Proceeds left at interest. The proceeds of the policy may be left with the 
company at a guaranteed rate of interest, subject to withdrawal in whole or in part 
at any time on demand, under certain specifed conditicns. 

2. Instalments certain. The proceads shall be paid in equal annual, semi- 
annual, quarterly or monthly instalments fcr a period of from two to twenty-five 
years, as may be agreed. 

3. Continuous instalments. This option operate3 as previously described. 
The amount of ech instalment is determined by the age of the beneficiary or payee 
when the first instalment becomes due and, Zor obvious reagons, the company will 
require satisfactary evidence of the age of such beneficiary or payee. 


Two tablas arə included in the provision, the one showing the 
instalments provided under Option 2, the other showing the amount 
of the continusus instalments, reZerred to in Option 3, at the various 
ages of payee or beneficiary. 

This provision, it will be noted, is an extension of the’ income 
idea to a point that makes this method of settlement an available 
part of nearly all the regular forms of life insurance policies. As 
the name imrlies, these modes of settlement are optional. While 
the insured is alive and the policy in force he may specify in writing 
under which option he desires the proceeds of his policy paid. 
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Should he fail to exercise his right to make a choice, the right of 
choice is still open to the beneficiary after the insured’s death. But 
it will be seen that it is necessary for one or the other to perform a 
definite act of election, otherw se the proceeds will be paid in a lump 
sum. Herein lies the one weakness of this provision—and it is not 
so much a weakness of the provision as it is a weakness of human 
nature. The fact that he has she privilege of election as to the 
method of settlement is very interesting to the average policy- 
holder, but in this as in the matzer of making one’s will the actual 
performance is all too frequently put off. As a consequence much of 
the good that this provision might accomplish is not accomplished 
for the reason that the insured so often fails to exercise his right. 


Incomp TO THH INSURED 


Endowment Income. All that has been said in the foregoing 
sections deals with income polices as related to the beneficiary in 
ordinary life and limited payment life forms. In other words, an 
income provided by the insured for someone dependent upon him, 
this income to begin when his own income is cut off by death. But 
this same principle has been aprlied to the provision of an income 
for the insured himself by arrang-_ng an instalment settlement under 
an endowment policy. Thus a man of thirty may insure, for ex- 
ample, under a thirty year endowment policy, and, at age sixty, 
instead of receiving the proceeds of the policy in a lump sum he is 
assured a fixed income for say twenty years. In like manner the 
deferred annuity is also appliec to the endowment income. By 
combining with the instalments certain a deferred annuity on the 
life of the insured, his policy guarantees him that at maturity 
he will receive the proceeds o? the policy in twenty annual instal- 
ments certain and, should he survive that period, a continuance of 
these annual instalments for the rest of his life. 

Disability Income. In addition to the provision of an income for 
the beneficiary upon the death of the insured, and tne provision 
of an income for the insured himself to make up the shrinkage of his 
income in advancing years, there is still another field in which the 
income idea is being applied to god purpose. I refer to the grant- 
ing of protection against the risk of total and permanent disability, 
that living death which not only cuts off income but very often 
makes necessary the sacrifice of life insurance protection at a time 
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when its need is most imminent. This provision was first introduced 
by the late L. G. Fouse, of Philadelphia, October 16, 1896. While 
something like one hundred and fifty life insurance companies are 
now offering seme form of disability provision, a great many of these 
limit the provision to a mere waiver of premiums. This takes care 
of the policybolder’s insurance, but it does not take care of him. 
The disability provision in its best dsvelopment not only lifts from 
the insured tke load of premiura payments, but also provides an 
income for himn. The method of treatment varies with different 
companies. In some cases provision is made for the payment of the 
face amount in eight equal annual instalments, in others ten instal- 
ments, still others provide for instalments over a longer period. 
In most of these cases the instalments paid to the insured on account 
of disability are deducted at death or maturity. A still later devel- 
opment of the idea, and quite the broadest protection that has come 
into this field, is the provision which guarantees that in case of total 
and presumably permanent disabilisy the insured shall receive a 
stated annual income—or more correctly speaking, a disability 
annuity—which shall continus, if disability continues, until ma- 
turity, or death if prior. Whetner the policy terminate by death 
or by maturity, the full jace amount is paid, to the beneficiary in the 
one case, or if terminated by maturity, to the insured himself, with- 
out deduction of any payments made to the insured because of dis- 
ability or of the premiums waived for the same reason. 

The fact that the insured has become totally and permanently 
disabled does not as a rule alter the situation of the beneficiary or 
remove the need of insurance protection. A policy that converts 
insurance provided for the beneficiary into an income for the insured 
upon his beccming totally and permanently disabled serves one 
purpose, of course, but it is an immediate subversion of the chief 
purpose originally intended. The policy that keeps in mind the need 
of the beneficiary and at the same time makes full provision for the 
need of the insured, in case he should become totally and perma- 
nently disabled, serves both purposes and has much to commend it. 
In nearly all these forms the disability provision is limited to dis- 
ability occuring before age sixty. To provide against the risk of 
disability in the more advanced ages would entail a very heavy 

_premium which would make the whole proposition unattractive. 
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ÅDVANTAGES OF Income Potrcrss 
For THE BENEFICIARY 


It is safe to say that 75 per cent of the beneficiaries of life in- 
surance policies are women. Tkev are not financiers; they are just 
plain, average women who with very few exceptions are entirely 
lacking in any broad grasp of kusiness matters and espécially the 
investroent of large sums of money. All their lives they have de- 
pended upon husbands and fataers who have borne the financial 
responsibility and looked after the money matters oi the family. 
What acquaintance they have with money is almost invariably on an 
income basis. In the case of the wage-earner the weekly pay en- 
velope provides the amount w:th which the family has to deal. 
Move up the scale, you have the salary-earner’s monthly check form- 
ing the basis of the family budges. Only at rare intervals, when the 
surplus earnings have accumulated to a sizable amount, is the fam- 
ily called upon seriously to consider the question of investment. 
Upon those rare occasions tha husband or the father decides. 
There are exceptions, of course, but this is the rule. So with all her 
inexperience, sensitiveness, and over confidence in human nature, is 
it right to expect a woman suddenly bereft of her bread-winner and 
adviser to take hold of a large sun of money and invest it safely and 
profitably? Think of a man suddenly retiring from business and 
asking his wife and children to szep in and take charge. Then con- 
template, if you please, a widow, dejected and sorrowful, her chil- 
dren gathered about her, her lap full of money, the proceeds of her 
husband’s life insurance. This money is her fortune, her protection 
against want. Her happiness in the future and the welfare of her 
children depend upon how wisely she invests it. Thet is the task 
with which she is confronted. The question is inevitable—has that 
husband done all that he might have done? Was it enough to have 
this money placed in his wife’s lap and expect her to work out her own 
salvation? 

It hes been said that a widow is a shining mark for a mining 
shark. It would be funny if :t were not so tragic. Every life 
insurance man of any experience has seen instance after instance 
where the proceeds of life insurance policies have been dissipated 
through the inexperience or gullibility of beneficiaries. Puck pub- 
lished a cartoon some time ago entitled “The Widow and Orphan.” 
It pictures a woman in widow’s weeds hurrying out of a life insur- 
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ance office, one hand clasping the hand of her child, the other a bag 
labeled “life insurance money.” Coming pell-mell down the street 
after her is a mob of men, each with something to sell,—Cuban land, 
gold mining stock, suburban real estate, and what not! Verily, 
her real trials Lave just begun. 

The Human Elemert. Or the sudden possession of a large sum 
of money may cause a woman to take a new. turn—as it has some of 
her stronger brothers—to set up standards of living which cannot 
last and whick in the’end must result in humiliation and distress. 
Not long ago a prominent newspaper 2ontained the following: 

Less than a year ago, ons of the prominent citizens in this vicinity died, leav- 
ing his wife life insurance amounting to nearly $25,000. She immediately became 
“rich,” rented a large housein a prominent locality and lavished money in furnish- 
ing it. She had aot the faintest idea as to the value of money. What was left 
after dabbling in luxuries, the stock merket where she had invested at the sug- 
gestion of “her frianda” previous to the recent slump, was cleaned up, so that she is 
left without a dollar other than what might be realized from the household fur- 
nishings. And indeed, there may not be very much realized from that source, as 
there are now twa months’ rent due, with no available funds to pay it. 


The story is told of a widow and daughter in Buffalo, now 
living in a sma] apartment and taking in sewing to eke out a meager 
existence. This mother and daughter inherited in all three fortunes, 
approximately a million dollars. Most of this money was invested 
by the daughtar, on the advice of friends, in high-interest-bearing 
securities. A good part of it was squandered in more or less ex- 
travagant livirg. In 1907, in the pinch of panic, it became neces- 
sary to realize >n same of their investments, and sad was the awak- 
ening when they found that their packet of beautifully engraved 


- certificates was valueless. 


A Chicago business man, killed by a train, left his widow a 
total of $90,0CO insurance. Ten thousand dollars of this amount 
was payable ir. instalments; $80,000 was payable in a lump sum. 
Her brothers and scme other relatives were developing a gold mine. 
They had put their money into it; they believed in it; they per- 
suaded her to -nvest her entire capital. She went in to the extent 
of her $80,000 and attempted to have the life insurance company 
commute the remaining $10,000 thas was payable in instalments. 
This was contrary to the provisicns of the policy and the company 
refused to comply. The widow became quite indignant and re- 
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sented what she thought to be an arbitrary decision. One year 
later when her next instalment was due she called at the office of the 
company, sought out the president and poured out her thanks and 
appreciation. Her entire investment of $80,000 was gone; this 
$10,000 instalment policy was tha only thing that stood between her 
and want. 

ı Countless instances of this same kind might be recited. No 
statistics are available on the subject. In the very nature of the 
case, it would be difficult to assemble data sufficiently complete and 
sufficiently reliable tc reveal the whole truth. It has been estimated 
that of the proceeds of life insurance policies paid in lump sums about 
60 per cent is lost by the beneficiaries within six years efter the death 
of the insured. I de not vouch for this figure. I prefer to believe 
that it is an overestimate of the true facts. Although my own ob- 
servation convinces me that most of pur American people live in the 
present and do not greatly concern themselves with the future. 
With a large sum of rooney in hand a great many women succumb to 
the temptation to enjoy a season of luxurious living even at the risk 
of actual want inthe future. They spend their capital instead of 
their income. ‘This is more cr less an American habit. In France 
and England they do not sp3ak of a man as being worth 500,000 
francs or £20,000. They live ən income. The money they have 
and the money they save is carefully put by at interest. The aver- 
age American carelessly feels that he is worth all the money he 
happens to have and too often he spends accordingly. Thrift has 
not yet become a prominent virtue in his life; he has not yet learned 
to think in terms of income. 

But I am convinced that a wholesome change is setting in in our 
American life and income policies will play no small part in educating 
our people to conserve capital and live on income. Just now we are 
in a period when a great many of these policies are being sold; we 
have not yet reached that point when the benefits of this form of in- 
surance will be universally felt and understood. In the course of 
years every community in this Lroad land will be dotted with homes 
here and there that will be in regular receipt every year, many of 
them every month, of an income check from some distant life 
insurance company. ‘These income checks are bound to have an 
educationalfvalue to the children who grow up in those homes. 
They will not be without their lesson to the tradespeople of those 
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communities; in course of time they will undoubtedly exert a potent 
influence upon the thrift of the netior. 

Sizes of Incomes. It is sometimes argued that an income policy 
is all right for a man who can carry a large amount, but that it 
does not fit tae small insurer. It seems to me this is fallacious 
reasoning. The farther down you go in the scale of amount the 
less financial ability and investment wisdom you are likely to find in | 
tho beneficiary. If there is one person in the world who needs in- 
come rather than capital it is tha woman who all her life has been 
educated to live out of a weekly pay envelope. Income is a relative 
thing. Twenty dollars a month, or even ton dollars a month would 
seem as big to this woman as $100 a month to her more fortunate 
sisters. A woman left with the problem of rearing her small chil- 
dren needs above all else shelter. Give such a woman a home she 
can be sure of and she will somehow contrive to feed and clothe her 
little ones. A 3ure income of twenty dollars a month or ten dollars a 
month would pay the house rent and give her a confidence that is 
hard to measure. A woman with a sure income, however small it 
may be, can take it with her wherever she goes. Itis not like a piece 
of property thst may shrink in value. or because of her inability to 
dispose of it anshor her to some particular spot. 

The income policy is just as inzeresting to the man of large 
means. In fact, men of larger affairs and broad financial experience 
appreciate the value of the income provision more than anyone else. 
In this connection it is interesting to note that in the late J. Pier- 
pont Morgan’s will all bequests to women, with a single exception, 
were left in trust. Mr. Morgan was doubtless one of the shrewdest 
and most capaole financiers of his time. Moreover there is every 
reason to supp se that the benefciaries of his will, bad they been 
given principal instead af income, would have received for the ask- 
ing wise counsel and direction in the matter of its investment. But 
in his wisdom Mir. Morgan saw to it that the matter was definitely 
fixed before his death. Alba Johnson, President of the Baldwin 
Locomotive Works, one of the largest manufacturing plants in the 
world, in addressing a bedy of life insurance men racently, told of a 
similar provisicn he had made in the case of his own sons. He 
had no reason to feel that his sons would not grow up to be worthy 
and capable men. He did not wish to place any stigma upon them, 
but he was anxious to make their future sure. Accordingly, he 
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said, he took $100,000 insurance on his life for each one of them, and ` 
willed that this amount be put in trust. 


ADVANTAGES FOR THE INSURED 


The foregoing relates the alvantages of the income principle 
to the beneficiary. As much and more might be written of the ex- 
tension of these advantages to the insured by the extension of income 
to endowment. 

The creation of an estate for those who usually do not accumu- 
late one during life is one of the greatest benefits of life insurance. 
The teacher, the clergyman, the clerk, the American man—and his 
name is legion—who goes through life on a salary which is definitely 
limited, finds in insurance the cnly means of leaving to his family 
an estate sufficient to meet stark necessity. Tho greatest advantage 
of the life insurance policy is that it creates that estate immediately 
and guarantees safety at once. 

But such a man is one wh), if he live to advanced age, finds 
the necessity for provision for Jependents grow less and necessity 
for provision for his own age grow stronger as the years wear on. 
Hence the endowment idea. 

Strange to say, the maturity of his policy finds such a man very 
often in almost the same position as the widow to whom the in- 
surance company has just paid unwonted thousands. He has lived 
his life on a monthly or weekly check, his whole training in invest- 
ment has been along the lines of putting by small amounts to realize 
a total adequate sum. He has seldom, if ever, been asked to invest 
any considerable amount of money. Moreover, he is an old man in 
most cases and his knowledge of business values is often far from 
up to date. In some instances he is entirely under the domination 
of next of kin who may not be too keenly interested in his welfare 
in comparison with their own. To such a man is turned over the 
thousands which he has saved during twenty, twenty-five, or thirty 
years. Quite often it is all that stands between him and absolute 

\poverty. 

For such a man, for the hundreds of men who, in varying de- 
_ grees and varying ways, are so placed, the income plan is a great and 
needed protection. For the man who sees before him a certain 
number of years of limited production to be followed, if he live, by 
some years of complete or partial non-production, the policy which 
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combines the endowment plan with income for life must commend 
itself if he will take the necessary time and possesses ie ability 
to give insurance a sober, clear consideration. 

Advantages of Administraticn. Among the many seks ad- 
vantages gained by income insurance, that of its help in simplifying 
the vexed problem of estate administration is one which deserves 
more than passing mention. The transfer of property from the dead 
to the living is one of the great functions of a.civilized society and, 
in our highly complex and greatly interwoven structure of modern 
life, it has become a wonderfully intricate but, in many cases, far 
from economical machine. 

The income policy is, in effect, a trusteeship. In its opera- 
tion it is very much like a will with the insured acting as his own ex- 
ecutor. The entire disposition of the estate—tais portion of his 
estate—is definitely fixed before his death; no lawyer’s fees or 
court costs, no embarrassment cr delays or difficulties can enter’ 
into the administration of this estate. The insurance company fills 
the rôle of administrator; by law, by contract and by a proper 
regard for the wishes of the insured, it is compelled to distribute 
the proceeds precisely as the insured has directed through the in- 
come policy. And there is never the fear that the institution will 
die as there is in the case of the personal executor or administrator. 

Any man who wants to dispose of an estata must first get 
an estate to dispose of. The income policy also provides that. 
Immediately upon payment of the first premium the insured’s estate 
is richer by at least the face amount of the policy, and it is an es- 
tate that will not shrink in the administration. The beneficiary can 
count absolutely on what she will receive, when and for how long. 

Judge White of the Probate Court at Cleveland, Ohio, once 
said that after an experience of years it was his observation that the 
loss was oftentimes considerable in estates admitted to probate 
without litigation, not to mention the delay, defeat and the ex- 
penses of contested cases, or loss in consequence of incompetent 
administration. “Fortunes accumulated by the toil of years,” 
said the Judge, “often shrink with amazing rapidity in the hands of 
incompetent next-of-kin, and the beneficent provision of wills are, 
in many cases, defeated by improvident and ignorant administra- 
tion.” Speaking of life insurance funds in this connection the Judge 
paid: 

1 
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No one becomes better acquainted with the value of life insurance than the 
judicial officer who has in his control the administration of the rights of widows and 
orphans. My observation is that policies of life insurance that provide for their 
payment in instalments . . . . instead of policies which secure a sum in 
gross at maturity, are very much safer ard better for the beneficiaries. Consider- 
ing this whole matter, I am free to say that estates one-half as large, adminis- 
tered bya . . . . duly constituted corporate institution, would give, m a 
largo majority of cases, better results then estates twice as large, administered by 
indiscriminate next-of-kin who are entitl2d by law to the letters; and that hfe in- 
surance payable in instalments . . . . will produce, in a majority of cases, 
double the benefit that would be realized upon insurance payable in a gross sum 
immediately after the death of the assured. 


ADVANTAGES FoR AGENT AND COMPANY 


Necessarily the many points upon which income policies make 
their appeal to insured and beneficiary are at once points of ad- 
vantage to the agent. He makes his livelihood out of the sale of 
policies. . Therefore, to borrow a phrase from the field of commercial 
salesmanship, he is interested in anything that will make his goods 
more attractive to the buying public. Undoubtedly income poli- 
cies have done this. They at once appeal to a man’s business sense, 
and they appeal also to the best sentiment in his nature, offering him 
a means by which he can bring to Lis family, years after he has passed 
from the scene, an ever-recurring reminder of his love for them and 
his tender solicitude for their material welfare. 

It is interesting to note how the income idea will sometimes 
effect a sale where an ordinary form of insurance would not evoke 
much interest. For example, a certain man had been solicited a 
number of times but none of the egents who interviewed him seemed 
able to make any impression. His wife was dead; he had a large 
amount of insurance; there was no one dependent upon him but a 
six-year-old daughter. Now it so happened that this child was a 
victim of infantile paralysis and there was every indication that she 
would be a cripple for life. Another agent went into the case, 
learned this fact, and also learned that all of this man’s insurance 
was payable in a lump sum. He had no difficulty in convincing 
him that an income policy was tre kind of protection he needed to 
remove from the field of doubt the future care of that helpless 
daughter, and he succeeded in placing an additional policy on that 
life. 

A similar instance is related in the case of a father with a blind 
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son. This man also carried a large line of insurance but when the 
advantages of the income policy were made clzar to him, he was 
convinced that he had not gone ag far as he might go in the pro- 
tection of his helpless offspring. Another father with an only 
daughter was glad to take an ircome policy in addition to his other 
insurance upon the suggestion of an income check to arrive each year 
on his daughter’s birthday to keep green in her memory her father’s 
affection. These, of course, are the exceptional cases, but they 
serve to illustrate the salesmansaip value of the income idea. 

Many parents like to feel that their daughter is not entirely 
dependent upon her husband’s income. So long as the father is 
alive there is little to fear, but after his death there is always a chance 
that things may not go just right. Here again the income policy 
steps in with just the right provision; not a lump sum of money. 
that an improvident husband mighs squander, rot a piece of prop- 
erty that might be converted into cash and disappear in the same 
way, but an income that can be paid only to that daughter, an in- 
come that will continue with unfailing regularity whatever else may 
happen to her family or its finances. Such a provision will give 
her an independence that may have an important bearing upon her 
happiness. 

In insuring the lives of professional men the agent also finds 
the income policy a great belp. Very frequently men of this class 
so thoroughly devote themselves to their special line of work that 
the thought of commercial profit gets little attention. Some of the 
brainiest men the world has ever known have accumulated little 
or nothing. The income policy makes a strong appeal to this class. 

It is the testimony of all agente who have had experience that 
the income idea serves to increase the amount of the average policy. 
The whole presentation is on a basis of income. The prospect is led 
to think in terms of income. The face amount oz the policy is kept 
in the background and seldom mentioned. Verv often a man will 
buy a policy providing an income of $100 a month when if he had 
been approached on the basis of lump-sum insurance he could not 
have been persuaded to take more than one half the equivalent face 
amount. It is a well established fact that most men are under 
insured. 

The personal income, that is the income to tke insured himself, 
is particularly valuable as a stimulator of business. And one does 
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not have to search far to fird the reason. If there is one thing in 
the world that the average man is interested in it is himself. This 
is quite natural and quite human. Self-preservation is the first 
law of nature. Purely as a matter of salesmanship it is easier to 
sell a man a policy from which he himself will reap the benefit than 
to interest him in something which will take place after he is dead. 
This is the fine distinction between death insurance and true life 
insurance—insurance for the living. 

Nearly every man in active business hopes to retire some day 
but with most men it is only a hope, they have no plan. A policy 
providing a sure income to begin at age sixty or sixty-five and to con- 
tinue for the rest of the insur2d’s life is an ideal retirement plan. 
And when the same policy includes life insurance protection for the 
beneficiary and the provision of a disability income in the event of 
the insured’s becoming totally and permanently disabled, it will be 
seen that all of life’s major contingencies are well provided for. 
This policy adjusts itself to the insured’s changing needs; it pro- 
vides insurance protection when he needs that; it provides an in- 
come when his own income-producing powers are on the wane; it 
provides that in event of total and permanent disability he will be 
relieved of the burden of premium payments and will receive a dis- 
ability income which, in a measure at least, will compensate the 
loss of his own income. This attractive combination of features 
makes a strong appeal to men, and just as strong an appeal to em- 
ployed women. It presents life insurance on a new and interesting 
basis and makes the work cf {he agent easier and more profitable. 

Then there is another side, and this is of interest to bene- 
ficiary, insured, agent and company. Whether it be income to 
beneficiary or income to insured it is taken for a definite purpose, 
with a certain specific end in view. This being the case I am con- 
vinced that a broad experience in the future will show a better record 
of persistency in this class cf business as compared with lump-sum 
life insurance. Nor do I feel shat the average policyholder will be 
so apt to borrow from future income as he now borrows from what 
he carelessly regards as present capital. 


Tan BEOADER ASPECT 


While the many solid advantages of the income principle as 
applied to life insurance are becoming more evident, and while the 
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rapid growth in the writing of this form of policy is an indication that 
it is to be an ever increasing factor in the insurances business of the 
nation, there is another and broader aspect of the subject which has 
constantly forced itself upon my attention. 

The growth of the “income idea” is not only an indication of 
the increased thought of life insurance investors, but it is a guage and 
a sign of the increasing growth of thought anc sense in the American 
people. It is an almost certain indication of the solid, sure and 
inevitable development of the charactar of the people of this coun- 
try toward care and thrift. It is one of the great evidences of the 
passing of the pioneer, the carelessness for the future, the insta- 
bility of aim which mark all new countries. It is the growth of the 
desire to make life more certain, comfort more sure, reward more 
definite, which is the underlying desire of civiized man and which is 
the measure, in its presence and force, of his civilization. It is 
not the only evidence of this national development, but it is one of 
the evidences which is most easily discernible and lends itself to 
accurate measurement. It is not necessary for me to add that this 
increasing tendency toward thrift is something which does, and 
indeed ought to, give rise to a sentiment which may be described 
only as patriotic. 

Not only in its revelation of the growirg thrift of the people 
does this growth of income insurance give material for wider 
thoughts and open up great vistas of economic speculation. It isa 
further indication, it seems to me, of the inherent purpose of the 
American people to solve problems in a democratic way. It is a 
step toward the solution of such vexing queszions es “old age pen- 
sions” and “compensation” which have for same years occupied the 
minds of European governments and resulted in advanced and de- 
bated legislation. It would be a remarkable thirg indeed if. the 
American nation, of itself, within its own homes, by the might of the 
massed consciousness of a sane and thinking people, should solve 
these problems without the aid of laws by whieh the thrifty majority 
force thrift upon the thriftless minority. It is possible to believe 
that the people of this nation may in such inereasirg numbers sub- 
tract investment frora wages in sufficient amount to safeguard old 
age and disability that the government shall never have to do it for 
them. That this is not Utopian may be learned from a glimpse at 
the statistics of life insurance; that it is democratic may be main- 
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tained by the statement that the mutual life insurance company is 
one of the most voluntary ard democratic institutions ever devel- 
oped in society. 

It is in consideration of these wider aspects of the relation be- 
tween life insurance as an institution and the nation as a whole that 
the income policy takes on a singularly significant, almost pro- 
phetic aspect. Nor can the man who reflects upon this aspect, 
with its great and ever widerinz growth, its increasing weaving of 
itself into the very heart of the thrift and personal prosperity of a 
vast people, fail to reflect alsc uson the equally enormous growth of 
life insurance institutions which must inevitably go with it. Itisa 
reflection which brings with it a solemn feeling of responsibility— 
but not af doubt. For I firmly believe that the same desire to pro- 
tect the aome which has been the root and stock of American life 
insurance, the same growing sense of thrift and responsibility which 
has been the main spring of all its developments, such as the income 
policy, will keep pace with material growth, and that the same 
spirit whch has increased insurence savings to the billions will walk 
hand-in-hand with the spirit which converted insurance companies 
from private corporations into great mutual democracies. It is of a 
vision such as this, not only possible but probable, that the rapid 
growth and development of the :ncome policy is a hops and a sign. 
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LIFE ANNUITIES 


Ey M. Auserr Lryron, F.L.A., F.AS., 


Vice-President and Associate Actuary, The Provident Life and Trust Company 
of Philadelphia. ‘ 


The primary function of the life annuity is to insure that a 
given sum of money will produce a life income larger in amount 
than could be safely secured through the channels of ordinary 
investment. The regular life annuity contract is a promise to pay, 
in consideration of a single cash sum, a fixsd amount periodically 
during the lifetime of a designated person, called the annuitant. 
Annuities in practice are paid yearly, half-yearly, quarterly or 
monthly. 

The periodical payment yielded by a given sum invested in an 
annuity is larger than the return through the channels of regular 
investment, fo> the reason that each annuity payment consists of 
interest_and of a portion of the principal of the invested fund. If 
the length of life of the individual could be exactly foretold, he could 
establish his own annuity fund. He would 5e able to use a definite 
portion of the principal each year with assurance that the fund would 
not be exhausted during his lifetime. For example, if a man knew 
that he would live exactly ten years from a given moment and if 
he knew that curing that period he could realize exactly $4.50 for 
each $100 invested in the regular manner, he would find by a simple 
computation that each $100 applied as am annuity would yield 
$12.64 at the end of each year for ten years. Each yearly payment 
would contain a portion of the principal as well as interest. At the 
expiration of tha ten years the last cent of principal would have been 
withdrawn. . 

Because of the uncertainty of life for the individual, and, on 
the other hand. of the comparative certainty of the average mor- 
tality rates tha; will be experienced by a larze group of individuals 
collectively, annuities are made possible through the codperative 
association of annuitants into groups, sufficiently lerge to insure the 
operation of the law of average. In practice, this codperative 
association is made possible by the insurence companies which 
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establish annuity funds and sell annuities to the public. It is the 
purpose of the present article to discuss in a non-technical manner 
some of the problems that arise in theory and practice in connection 
with annuities and to portray scme of the developments that have 
come about in recent years in the application of annuities to the 
needs of the public. ` 


COMPUTATION OF ANNUITY RATES 


To the layman, the calculation of the annuity premium is 
presumably based upon the so-called “Expectation of Life” of the 
annuitant. That is to say, if the mortality table which forms the 
basis of the calculation indicates that the expectation of life is a 
certain number of years, it is assumed that the true annuity premium 
is the present value of a series of annuity payments extending for 
exactly that number of years. A calculation of this nature will, 
it is true, yield a rough approximation to the true present value of 
the life annuity, but that is all. It can be demonstrated that the 
method always overstates the annuity value. In practice it is 
never employed for the scientifc computation of rates. In fact, 
to the actuary, the expectation of life is hardly more than of 
academic interest. He may now and then employ it to compare the 
relative characteristics of different mortality tables, but for the 
scientific computation of monetary values, never. 

The correct method of computing annuity premiums is es- 
sentially as follows: The mortaity table, upon which the compu- 
tation is based, consists fundamentally of a series of numbers, 
showing how many persons out of a given number alive at the 
youngest age in the table, survive to each age throughout the possible 
range of life. Given, therefore, a large group of persons all of the 
same age, the mortality table renders it possible to forecast how 
many of the group will be alive one year hence, two years hence, 
three years hence, and so on until all of the members of the group 
have passed away. If, therefore, a promise should be made to pay 
a yearly annuity of a dollar to esch member of the original group, it 
could be foretold how much would have to be paid at the end of the 
first year to those surviving at that time, how much would have to 
be paid at the end of the second year and at the end of the third 
year, and so on throughout tae number of years covering the 
possible span of life of any of the members of the group. This 
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series of payments may be compared to a serial bond issue maturing 
in definite amounts throughout s period of years. And just as the 
banking house computes the present value of the principal payments 
under the serial bond issue, so the actuary computes the present 
value of the series of annuity payments that will be made to the 
members of the annuity group. Dividing the present value of the 
complete series of future annuity payments, by the original number 
of members of the group, he arrives et the true present value of the 
life annuity on the basis of the mortality table employed and of the 
rate of interest assumed in determining the present value of the 
, future payments.! 

It will be of interest to compars the present value of the life 
annuity computed by the erroneous expectation-of-life method, 
with the true present value. Employing the Carlisle Table of 
mortality as the standard, we find that at age 35 the expectation 
of life is 31 years. On a 4 per cent basis the present value of an 
annuity of $1,000 payable yearly for 31 years, is $17,588. The 
true value of the life annuity of the same amount at age 35, on the 
basis of the Carlisle Table and 4 per cent interest, is $16,041. At 
age 75, where the expectation of life is 7 years by the Carlisle Table, 
the erroneous value of the 4 per cent life annuity of $1,000 payable 
yearly is $6,002 and the true value is $5,239. It is strange that in so 
many of our courts, the expectation-of-life methcd is still retained 
for the calculation of claims where life annuities are involved. 
One would have surmised that the error therein involved would not 
have remained unchallenged and that a demand would have arisen- 
for the abandonment of a method which is so unfitted for scientific 
computation. 


Annuity RATES IN AMERICA AND IN Great BRITAIN 


At this point it will be instructive to set out in tabular form 
the percentage yearly return upon cazital invested in an annuity at 
certain ages in America and in Great Britain. For the purpose of 
comparison, the fifteen largest United States’ and Canadian com- 
panies which write annuities, and the fifteen largest British com- 

1 In practice, this extended method of computation is not actually required, 
since mathematical short-cuts have been developed which greatly facilitate the 


actuarial calculation. The final resulis cf the short method, however, are identical 
with those obtained by the extended process described. 
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panies which write annuities, have been selected and the rates of 
each group of companies averaged. The average, tcgether with 
the highest and lowest return under the given ages are shown in the 
following table: 


Taste Snowine Comparative RETURNS ON AMBRICAN AND BRTOSH ANNUITIES 














1The rates of the British companies, as usually published, provide for the 
payment of the annuity in half-yearly installments and for the payment at the 
death of the annuitant, of such proportion of the annuity payment as may have 
acorued up to the date of death. In order to place the comparison of the two 
seta of rates upon the same basis, the British figures were “corrected” by means 
of the British Offices’ annuity tables w-th 34 per cent interest. 


The two uniform characteristics indicated by this table are: 


(a) That the return is greater to male than to female annui- 
tants. This characteristic flows from the indisputable fact that the 
vitality of female annuitants is superior to that of male annuitants. 

(b) That the average return is less in the American than in the 
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British companies. This characteristic probably results from the 
fact that the American annuitants are longer lived than British 
annuitants. 


ANNUITIES MOST POPULAR AT THE OLDER AGES 


A casual inspection of the foregoing table explains at once why 
it is that few annuities are sold at the younger ages. The percentage 
return at these ages, is not sufficiently in excess of the return upon 
funds invested through the regular shannels to induce prospective 
annuitants to hazard the loss of a considerable portion of their 
principal by investing in an annuity. At the older ages, however, 
where the return exceeds say 8 per cent, the ennuity makes its 
greatest appeal. In no other manner can a sum of money be 
invested to yield an absolutely certain life income of so large an 
amount. It is true that there is a possibility of death before the 
principal, together with a normal rate of interest, may have been re- 
turned to the annuitant. But this possibility of loss is in the 
nature of a premium which the annuitant pays to insure the receipt 
of a guaranteed life income, perhaps several times the amount that 
could otherwise be obtained from “git edge” investments. 

Annuities have reached their greatest development in older, 
longer established countries where there are large accumulations of 
capital and where interest rates are relatively low. Pioneer coun- 
tries, where available capital is urgently needed for development 
of their resources and where the return upon investments is corre- 
spondingly large, know little of annuities. For this reason, America 
has had less experience with annuities than has Great Britain. It 
will be interesting to note the effect of the war upon the annuity 
situation. If the accumulation of capital in the warring countries 
shall continue to be depleted and if the rate of interest after the 
war shall rise, as seems probable, there will exist a double influence 
tending to retard the annuity business of the Eurcpean companies. 

A rising interest rate will of course make itself felt in this 
country but it is hardly likely that the reaction upon annuities 
will be so pronounced here, as in Europe. It mey even be com- 
pletely neutralized by the presence of larger accumulations of 
capital arising out of our present prosperity. 
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LIBERATION OF CAPITAL FoR Prusayr Usm 


An important, but less well <nown, application of the annuity 
is to the problem of liberating for the urgent needs of the present, 
capital that would otherwise te held invested because of the 
income it produces. An excellent example taken from the literature 
of a company that has made a specialty of the annuity business, 
will serve to make this application clear: ) 


2 


A father, 69 years of age, had two gons, one a lawyer, age 27, and the other 
a doctor, age 29. Each was strugglng to build up a practice in London. The 
father realized that his boys were then more in need of financial assistance than 
they were likely to be in later years after he had passed away. His income, about 
£400 a year, derived from investment of £12,000, was just sufficient to meet his 
own requirements, If he gave his sons any of the capitel he reduced his own 
income. He solved the difficulty by purchasing an annuity of £400 payable £100 
a quarter. This cost him about £3,184 of his capital. Thə balance of £8,816 he 
equally divided between his sons, enabl:ng the doctor to move to Harley Street, 
and the lawyer to secure a remunerativs partnership. 


It is safe to predict that the application of the annuity thus 
to liberate funds for present application that would otherwise be 
held inveszed until the death of the benefactor, will become more 
extensive as the public becomes familiar with the possibilities 
offered by the annuity contract. 


ANNUITANT MORTALITY 


Annutants are proverbially long-lived. The reasons therefor 
are not far to seek. In the first place, only those who feel assured 
of a good chance of living to old aze are likely to apply for annuities. 
This self-selection on the part of annuitants is marked. It is 
indicated by the fact that the mortality among a group of annuitants 
who have recently purchased their contracts is much lower than 
the mortality among a group of annuitants of the same age who have 
held their contracts for a longer period. 

A similar phenomenon occurs in the field of life insurance 
where the applicants for insuranze policies are medically examined 
before acceptance. It is found that the mortality among policy- 
holders who have recently become insured is lower than the mor- 
tality amcng policyholders of the same age who have been insured 
for a longar period. There is no medical examination required of 
the prospective annuitant, but his “self-selection” produces the 
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same kind of affect as does a rigid medical examination of the pro- 
spective insurance policyholder. 

In the second place, the conditicn created by the very existence 
of the annuisy tends to the longevity of the annuitant. The 
annuity eliminates all worry as to the safety of the investment. At 
best, the man or woman who is solely dependent upon the income 
from invested funds cannot be free from anxiety as to the safety of 
the income or of the principal. There is always a possibility of loss 
from trade depressions, labor crises, war or rumors of war. When 
an investmen; is made in sn annuity in a well-established company, 
the income is rendered as secure as it is humanly possible so to do. 
A great financial institution guarantees the payment of that income, 
and there is the additional safeguard that the state governments 
create departments whose duty it is to supervise the companies and 
to conserve the interests of all who hold their contracts. The entire 
absence of anxiety is one of the factcrs tending tc the extraordinary 
longevity of annuitants. ; 

One striking ckaracteristic, invariably shown, is that female 
annuitants possess vitality superior to that of male annuitants. 
It is on this account that an annuity on a male life costs less than 
a similar annuity on a female life. 

Another characteristic of annuitant mortality is that, with 
but slight exception, each successive mortality table that has 
appeared, has shown a decrease in the mortality rates. This is 
particularly true of the tables based upon female annuitants. 
Under life insurance contracts, an improvement in vitality is a source 
of gain, since every death claim deferred provides opportunity for 
premium and interest inccme ta build up the fund with which the 
claim will ultimately be met. In zhe case of annuity contracts, 
however, the improvement in vitality is a source of loss against 
which the companies must carefully safeguard themselves. 

The Britsh government, which sells annuities in connection 
with the national’ debt, made a costly error at the inauguration 
of its annuity transactions. One of the earliest of the mortality 
tables to come into general use was the Northampton Table, 
published in 1788. This table was adopted by at least one life in- 
surance company as & basis for computing insurance premiums and 
owing to the high rates cf mortality skown by the table, the insurance 
contracts yielded the company a handsome profit. Because of the 
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. prestige thus gained for the Northampton Table, it was adopted as 
a basis of calculation when the British government undertook the 
sale of annuities. The result was a heavy loss, since the high rates of 
mortality produced exactly the opposite effect under the annuities 
from what they had produced under the life insurance contracts. 

In discussing the annuity rates of American and British com- 
panies, mention was made of zhe fact that the rate of mortality is 
higher among British annuitants than among American annuitants. 
This result may possibly be attributed to a greater salubrity of the 
climate in America. Or it mey be attributed in some measure to 
the fact that in Great Britain, annuities are frequently purchased 
under the terms of wills, so that there is less opportunity for self- 
selection on the part of the annu-tants. It is claimed that a larger 
proportion of inferior lives is therefore included among the British 
annuitants than is the case in this country where most of the 
annuity business arises from those who voluntarily purchase their 
own annuities. 

Apropos to the subject of annuitant mortality, it is interesting - 
to note that a few companies aave adopted the plan of selling 
annuities on more favorable terms to those who, upon medical 
examination, are found to be ir impaired health. This practice 
opens up an extensive field for development. In particular, it af- 
fords opportunity for the physician to exercise his skill in appraising 
the life risks presented for his judzment. 


ANNUITIES WITS PARTICIPATION 


Within the last two years, an eminent actuary, not directly 
connected with any life insurance company, has urged that insurance 
companies operating on the mutual plan should allow annuity 
contracts to participate in the surplus that may be derived from the 
annuity business. He claims that the granting of participation 
would do much to popularize annuities and to enable them to render 
a more extensive service thar is now the case. The problem is 
interesting, and has occasioned much discussion among the actuaries 
of the companies. As yet, it can hardly be stated that a final decision 
bas been reached. It will, however, be of interest to review some 
of the non-technical aspects of the case. 

In the first place, it is generally conceded that there is no sound 
reason why a company operating >n the mutual plan should deprive 
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annuitants of any annuity surplus which can with safety and with 
satisfaction to the ennuitants, be distributed among them. As a 
prerequisite, however, it is essertial that annuity premiums should 
be adequate to meet all claims and expenses pertaining to the 
annuity group and at the same time to provide a reasonable margin 
of safety to guard against unforeseen contingencies. It is a sound 
principle that the arnuitant group in an insurance company should 
be financially sufficient unto itself. Not to make adequate provision 
to that end, would be to inject ar element of injustice into the 
operation of the company. ; 
In order to compute annuity premiums, the companies adopt 
a conservative rate of interest and a mortality table that, so far 
as can be foreseen, will not understate the vitality of the annuitants. 
But in this choice of a conservative mortality table there is the 
difficulty that, with but slight exception, each successive annuitant 
table that has been published has indicated an improvement in the 
vitality of annuitants. It is doubtful, therefore, whether any 
existing table correctly m2asures the vitality of future annuitants. 
Since an improvement ‘in the vitality of annuitants is a source of 
loss, it is of prime importance that a margin of safety be included 
in the annuity premium to guard against abnormal longevity. 
One of the means by which shis margin of safety may be 
obtained is through the assumption of a relatively low rate of in- 
terest, say 33 per cent, when in reality a higher rate, say 44 per cent, 
' may reasonably be anticipated. No actuary would voluntarily 
choose this method for the scientiiic computation of the desired 
margin of sacety. But Łe has been practically forced to adopt 
the method by the state laws which compel the computation of 
annuity reserves upon the basis of an interest rate not exceeding 
34 per cent. This condition at oncs suggests that the laws should 
be changed and thet the officiel veluation rate of interest should 
be increased. Undoubtedly this change would constitute a step 
in the right Cirecticn, sinze it would permit of the scientific com- 
putation of the margin cf safety. Annuity premiums computed 
in this scientific manner would probably differ from the rates now 
in use, but is is doubtiu. whether the change would result in a 
uniform lowering of the premium. It would probably result in an 
increase at certain ages and a decrease at other ages, but in a man- 
ner such thal the aggregate annu-ty premiums received by the 
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companies would differ but slightly from those now received. 
This belief is strengthened by tae testimony of several companies 
who have carefully investigated their annuity experience, to the 
effect that through a series of vears the gain arising from the realiza- 
tion of an actual interest rate considerably above that assumed in 
the premium computation, kas been counterbalanced by a loss 
arising from the superior vitality of the annuitants. 

Assuming, however, that sufficient interest surplus will arise 
from annuity contracts to justify their participation therein, in 
what manner shall the distribution be made? Since the annuity re- 
serve upon which the interest :s earned, decreases with the lapse of 
time, the interest surplus will, generally speaking, likewise decrease. 
A decreasing dividend, however, finds little favor with the public, 
and therefore it has been suggessed that each surplus distribution 
should be translated into a uniform increase of the regular annuity 
payment rather than be paid in a cash sum. This suggestion is not 
impossible of application, but its complete consideration would lead 
us far afield into a maze of actuarial symbols. 

Another problem still more puzzling than the most satisfactory 
manner of distributing, interest surplus, is that pertaining to the 
distribution of any mortality surplus which may be realized. 
To whom shall mortality surplus be apportioned? Certainly the 
surplus has not been contributed by those who have lived. It has 
been contributed by those who have died prematurely. Shouldthe 
distribution therefore be made to she living, or to the estates of the 
deceased? Each point of view has its advocates. Some argue 
that a distribution among the living annuitants will tend to popu- 
larize annuities, and they relegate z0 a minor position, the argument 
that the living annuitants are the very ones who have contributed 
nothing to the mortality gain. They further attempt to support 
their position by the pseudo-analogy from the realm of life insurance, 
that the losses arising from the excessive mortality among insurance 
policyholders fall upon the living who have not caused the loss. 
Others contend that, wherever possible, gains and losses should be 
allocated to the sources from whieh the gains or losses arise, and 
that therefore the annuitant who invests in an annuity and dies 
prematurely is entitled to have any resulting surplus returned to his 
estate. 

Enough has been said to raise the question whether the dis- 
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tribution of surplus among annuitants would, after all, prove so 
satisfactory that annuities would greatly increase in popularity. 
But even if an entiraly satisfactory method of distribution were 
available, the question at the present time is largely academic, since 
in most instarces, the companies believe that their annuity premi- 
ums are barely more than adequate on the present basis. If they 
were to render their annuities participating it is extremely doubtful 
whether they would do so without reising their rates.2 And it may 
be seriously questioned whether the grant >f participation, coupled 
with an incresse in rates, would render annuities more attractive to 
the public. ' 

It has bezn urged that if the companies would vigorously push 
the sale of annuities there would be less to fear from abnormal 
longevity of the annuitants. We have already made reference to the 
self-selection 2xercised by annuitants in thair purchase of annuities, 
but it is undoubtedly true that if the arnuity business could be 
greatly extended there would be les3 to fear frora this self-selection 
and therefore less risk of adverse mortality experience. At the same 
time, vigorous endeavors to sell annuities involve larger commissions 
to the agent, end provision therefor must be included in the premium. 

* For the benefit of the technical reader, the foLowing table has been prepared 
showing the percentage return on annuities in the 16 American companies, taken 
from the former table on page 23, and also the return upon annuities computed 
on the following basis: (1) 44 per cent interest, (2) McClintcck Annuitant Tables 
modified on the select and ultimate principle by th2 percentages 30, 50, 65, 80 and 
90, (3) loading 5 per cent of the gress rate. The net premiums on the above 
basis were obteined by & third-difference interpolation formula from the table 
on page 281, of Vol. 16, of the Transactions of the Actuartal Society of America. 


Mains LDS 

Average McC, 44% Average McC 44% 
Age 15 companies, i 15 companies, modified 
40 5.83% 6.47% 5.53% 5.98% 
50 7.03 7. 8.51: 6.91 
80 9.21 9.51 8.31 8.55 
70° 13 27 13.09 li 94 11.55 
80 19 35 19.75 17.60 17.10 


It is evident from this tabulation that the margin of safety in the premiums 
now in use by the companies is not excessive. Since the interest assumed in the 
computation af the specimen rates is 44 per cenz, the margin of safety depends 
almost entirely upon the precarious mortality element. It is not difficult to 
understand why the companies are Joath to jeopardize that margin by granting 
participation without simultaneously increasing sheir rates. : 
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In other words, the tendency toward a lowering of the premium 
might be largely offset by the provision for the larger commission 
required to popularize annuities, to such an extent that the mortality 
rate would be sensibly increased. The whole problem is complex, 
and the paths have been so little trodden that it is doubtful whether 
the companies will see their way clear to grant participating life 
annuity contracts. Their hes:tation does not arise from any 
desire to deprive the annuitant of anything that is rightfully his. 
It is due to an honest doubt whether participation can, without 
loss, be granted under circumstences that will be of real benefit to 
the annuity business as a whole. 


VARIATIONS OF THE REGULAR ANNUITY 


Thus far we have confined our discussion to the regular life 
annuity. Before leaving the subject, however, mention should be 
made of the so-called “complete”? annuity. Under the regular 
annuity, the last of the periodicel payments is made on the regular 
payment date immediately preceding the death of the annuitant. 
Under the complete annuity, such proportion of the annuity pay- 
ment as may have accrued up to the date of death is paid to the 
estate of the annuitant. This fature is included regularly in the 
annuities of but four of the large American companies, whereas 
it is very generally included in the annuities of British companies. 
Many annuitants prefer the complete annuity, since it provides a 
fund at death that will assist in the payment of indebtedness that 
may have been incurred subsecuent to the last regular annuity 
payment. The complete feature increases the price of the annuity, 
particularly at the older ages, and in making comparison between 
the rates of different companies, sare should be taken to investigate 
whether the annuities are alike ir this respect. 

Another variation of the regular annuity provides that if the 
annuitant dies before the annuity payments have amounted to the 
purchase price, the balance will be paid to the annuitant’s estate. 
It follows, of course, that the premium for an annuity of this nature 
is greater than for an annuity wichout the return-premium feature. 


Toe Jom Lirs ANNUITY 


The joint life annuity is an 2xtension of the annuity principle 
to cover a status involving the continuance of more than one life, 
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A typical illustcation is that of an annuity payable as long as either 
a husband or wife shall live. In actuel practice, annuities involving 
more than two lives are seldom issued, though the actuary is 
prepared to compute rates for practicelly any combination that may 
be devised. 


s Trp DÐFERRED ANNUITY 


An annuity of much value is the deferred annuity. The first 
payment unde- this annuity is deferred for a period of years, say 
to the end of the annuitant’s income-earning period. It may be 
purchased by £ single premium or by a series of premiums. Upon 
the death of the annuitant the contract terminates. For an 
additional premium, provision may >e made for the return, upon 
the death of tha annuitant, of such part of the premiums as may not 
have been returned in annuity payments. 

The deferred annuity is particularly adapted to men and 
women, without present or prospect:ve dependents, who desire to 
provide during their income-earning period against possible depend- 
encyinoldage There is no more economical manner in which this 
provision may be made; though it is essential if there be depend- 
ents, that the deferred annuity should be supplemented by addi- 
tional provision for their support. To meet this latter contingency, 
contracts involving both the annuity principle and the insurance 
principle have been developed. 


THe REVERSIONARY ANNUITY 


One of these combination conzracts developed to meet the 
demand for a method of protecting a dependent in the event of the 
death of the breadwinner, is the reversionary annuity which provides 
for the payment of a life annuity to a beneficiary commencing upon 
the death of a designeted person known as the insured. 

‘ For example, a son may employ the reversionary annuity to 
insure a life iacome to his mother, should she outlive him. The 
contract may De paid for by a single premium or by a limited number 
of annual premiums, continuirg, however, only so long as the 
mother and scn both live. Upon the death of the son, the annuity 
payments to the mother commence. Should the mother die 
before the sor, the contract terminetes and all premiums paid are 
forfeited. ` 
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Where there is a considerable difference in the ages of the 
insured and beneficiary, the reversionary annuity renders its 
greatest service, and under these circumstances it is well adapted to 
the protection of the older of the two lives in the event of the death 
of the younger. Where the ages are more nearly equal, however, or 
where the beneficiary is younger than the insured, thereversionary 
annuity possesses many weaknesses. 

In the first place, it is the experience of all life insurance com- 
panies that the beneficiary originally designated under a contract 
is frequently not the beneficiary who finally receives the benefits 
under the contract. The original beneficiary may die and be re- 
placed by another, or may be changed because of completely 
altered conditions. Under the reversionary annuity the beneficiary 
cannot be changed. If the original beneficiary dies, the contract 
falls, and another beneficiary cannot be substituted. The incon- 
venience caused by this condition is intensified by the fact that 
reversionary annuities are issued only upon medical examination of 
the pereon upon whose death the annuity is to commence. It is 
therefore impossible to enter into a new contract with a new bene- 
ficiary, without submitting again to medical examination; and it is 
obvious that the health of the insured may have deteriorated to such 
an extent that he will not be accepted by the company. 

In the second place, the reversionary annuity fails to make 
adequate provision for dependents, as for example children who 
may be living at she death of the insured, but who were not included 
in the original contract. If a man should protect his wife by a 
reversionary annuity and upon his death should be survived by the 
widow and by one or more children, the children would receive bene- 
fit from the annuity, only during the lifetime of the mother since 
the payments would cease immediately upon her death. 

In the third place, the reversionary annuity, as commonly 
issued, makes no provision for the old age of the insured himself. 
If a man should designate his wife as the beneficiary under a rever- 
sionary annuity, and should reach old age with insufficient resources 
to render him independent, his wife would suffer with him, since 
the annuity feature of the contract becomes operative only upon his 
death. This weakness of the reversionary annuity would be 
removed if, in addition to paying a life annuity to the beneficiary 
upon the death of the insured, the contract were enlarged by the 
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inclusion of a deferred annuity feat-re to provide for the payment 
of a life annuity to the insured to commence when he attains a given 
age, say age €0 or 65. But even with this enlargement, the contract 
would be weak in that the beneficiary could not be changed and 
in that those dependent upon the insured who were not bene- 
ficiaries under the contract would be left in a precarious condition 
upon the deazh of the insured. 

In the fourth place, if it should be desired to terminate the 
contract the reversionary snnuity possesses nc cash surrender 
value. 

Tsu Monraty Incoms Poricy 


The analysis of the reversionary annuity leads to the con- 
sideration of a modified form of the same contract—the monthly 
income policy. The monthly income policy remedies in large 
measure the weakness discovared in the reversionary annuity. In 
the first place, the income payable upon the death of the insured 
_ under a monthly income policy is payable monthly for a fixed 
number of years certain and thereafter during the remaining life- 
time of the beneficiary. By the phrase “fixed number of years 
certain” it is meant that when the income becomes payable by the 
death of the insured, the income during the so-called “period 
- certain” is guaranteed irrespactive of the life of the beneficiary. 
On.this account, it is possible to change, ad libitum, the bene- 
ficiary who shall receive the “income certain”; and as the 
“period certain” is frequently twenty years, the privilege is a 
valuable one. The income psyable after the expiration of the 
period certain is usually payable only during the lifetime of the 
beneficiary criginally designated. The monthly income policy 
therefore solves in large degree, the difficulty inherent in the 
reversionary annuity contract, that the beneficiary cannot be 
changed. There still remains, however, the difficulty in changing 
the beneficiary who shall receive the life income after the period 
certain has expired. 

Another immense improvement of the income policy upon the 
reversionary annuity is that it provects any children who may be 
living at the death of the insured. The fact that the income is 
payable certeinly for say twenty years, insures that the children 
will receive an income until they have acquired en education and 
have become self-supporting. 
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Furthermore, the monthly income policy possesses a cash 
surrender value based upon insurance value of the income payable 
during the period certain; whereas, as we have noted, the reversion- 
ary annuity makes no provision for cash surrender. 

The most complete form of monthly income policy adds to the 
one just described, a further provision under which the income 
commences upon the insured’s living a specified number of years, 
or say to age 60 or 65. In this event, the income is paid to the 
insured during his remaining Hfetime, and after his death to the 
beneficiary, with a guarantee, similar to the foregoing, that pay- 
ments for a period certain wil be made if both the insured and 
beneficiary die during the period. If the insured dies before the 
date when his income is due to commence, the income is paid to 
the beneficiary for life, with the guarantee of the income for a 
period certain. This contract is adapted to furnish complete pro- 
tection to a husband and wife, and also protection, during minority, 
to any children living at the death of the insured or at the time 
the income to the insured commences. 

The premium for each of these monthly income policies de- 
pends upon the age of the insured and of the beneficiary. If the 
policy is paid for by periodical premium payments, the additional 
premium charged for the life income to the beneficiary beyond the 
period certain, is discontinued upon the death of the beneficiary 
during the premium-paying period. 


An ILLUSTRATION 


A concrete example will serve to illustrate the great service 
rendered by the last described monthly income policy. Take 
the case of a husband and wife aged 35 and 30 respectively. The 
first provision the husband desires to make is for the protection of 
his wife and children should he die prematurely, say before age 65. 
The policy therefore stipulates that if the insured dies within 30 
years, a monthly income of say $50 will be paid to the widow as long 
as she shall live, with the guarantee that whether she lives or not, 
at least 240 monthly payments of $50 each—that is, $12,000 in all— 
will certainly be paid. This guarantee, covering the period certain, 
will furnish an income during the minority of any children living 
at the death of the insured. The second provision the husband 
desires to make is for a monthly income payable during the old age of 
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his wife and himself. The policy therefore stipulates thàt if the 
insured lives 30 years, a monthly income of $50 will thereafter be 
paid to him as long as he shall live and then upon his death to his 
wife as long as she shall live, with the same guarantee as before, 
that 240 monthly installments of $50 each will certainly be paid, 
whether or not the insured cr his wife lives to receive them. Ac- 
cording to the rates of a company which issues this policy, the 
annual premium therefor on the besis of a monthly income of $50 
is $341.10. This premium is payable for 30 years, or until the 
prior death of the insured, and will be reduced each year by the 
annual distribution of surplus. If the beneficiary dies during the 
premium-paying period; the yearly premium will be reduced to 
$297.45, which in turn will be reduced as in the previous instance by 
the annual distribution of surplus. 


Tan Monrety incomm Ortion IN MODERN Lirn Insurance 
Pouicrms 


The most flexible adaptian of the annuity principle to the 
needs of the public is the provision in many life insurance policies 
whereby the proceeds of tha policy, when the policy becomes a 
claim, may be paid to the beneficiary in the orm of a monthly 
life income, the amount of which is determined by the age of the 
beneficiary az the time the proceeds of the policy become payable. 
There is usually a provision that the income’ shall continue for a 
period certain, say 10 or 20 years, whether or not the beneficiary 
lives to receive the income paymenis. The difference between this 
policy and the monthly income policy, is that the premium provides 
for the payment of a definite cash sum, which when it falls due may 
be applied t> purchase a lite income, the amount of which will 
depend upon the then aitained age of the beneficiary, whereas the 
premium charged for the monthly income policy takes into account 
the age of the beneficiary at the time the policy is igsued and provides 
for an income to the beneficiary of a fixed amount, without reference 
to the age attained by the beneficiary when the policy becomes a 
claim. The regular insurance policy admits of complete freedom 
as to change of beneficiary whereas, as we have seen, the monthly 
income policy, in this respect, is somewhat restricted. 

The inccme provision, eisher in the monthly income policy or in 
the monthly income option, is one of the most important develop- 
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ments during recent years in ths insurance field. The provision 
guarantees that the insurance money left to the beneficiary will 
actually accomplish what it is intended that it should accomplish. 
The life insurance companies znow only too well how frequently 
the proceeds of policies are lost through unwise investment; how 
frequently the beneficiary becomes a prey of the speculator who 
paints glowing pictures of tremendous profits. The monthly income 
provision is an “insurance of the insurance.” It renders certain 
that the prime object of the insurance will be realized, namely, the 
protection of the beneficiary after the death of the breadwinner. 


CONCLUSION 


The annuity principle is rapidly becoming more and more a 
vital factor in our social system. Whether it be purchased by a 
single premium and be in the form of an income to commence a 
month hence, or whether it be purchased by a series of yearly 

' premiums and be in the form of a life income to commence upon the 
happening of some future contingency, as, for example, the death 
of the breadwinner, the annuity method is the surest method by 
which anyone can be provided with a guaranteed life income. 
Incidentally, it is the method waich will provide the maximum 
guaranteed life income for the outlay of a given sum. 


INSURANCE ON SCB-STANDARD LIVES 


By Artuur Honre, F.F.A., F.AS., 


Actuary, New York Life Insurance Company; President, Actuarial 
Society cf America. 


Certain types of persons who apply to insurance companies 
are known as sub-standard, urdet-average, impaired, or invalid 
lives. These lives do not come up to the standard which is required 
by the companies to entitle the applicants to policies at the usual 
rate of premium under their regular forms of insu ance. It would 
be impossible to lay down an exact definition of a sub-standard 
risk, because one company with liberal methods of selection might 
accept an applicant as a standard life while another company with 
a stringent selection might treat him as a sub-standard risk, or 
decline to issue a policy. So far as each individual company is - 
concerned, however, it may be said that a sub-standard risk is one 
on which a company has refused to grant a policy on any terms, 
has charged an extra premium, has advanced the age, has imposed 
a lien, or has otherwise adversely modified the usual terms of the 
contract. The great majority of companies either accept or decline 
ao applicant for insurance, while & few insure a goodly proportion 
of the sub-standard lives under plans which suit the conditions and 
conform to the valuation placed on the risk by the medical depart- 
ment. 


Treas or SUE-STANDARD LIVES 


Sub-standard lives consist generally of the following:— 


1. Persons who are suffering fram a serious disease. 

2. Persons who have had a history of a sericus disease, or have had certain 
major operations. 

8. Persons with an unfavorable physical condition, including those whose 
blood pressure or urine is aanocmal. 

4, Persons who in the past have had attacks of ailments not usually con- 
sidered serious. 

5. Persons who have had ar un‘avorable personal history of aitmenta not 
of major importance which may be liable to recur. 

6. Persons whose habits as to alezhol have been bad in the past, who occa- 
sionally drink to excess, whc have taken a cure for alcoholism, or who 
drink freely but not to the point of intoxication at the present time. 
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7. Persons with a short-lived famil7 history, with a family history of some - 
hereditary disease, or with a hereditary predisposition to a serious disease. 
8. Persons whose build differs so much from the average that past experi- 
ence warrants the expecting of a higher mortality among them. This 
covers persons who are overweizht and those who are underweight. 
9. Persons in hazardous or semi-harardous occupations. 
10. Persons living in unhealthy Iccalities. 


In the foregoing list would appear persons with such serious 
impairments that they would no; be accepted by insurance com- 
panies on any terms. These generally consist of persons actively 
diseased, such as those now suffezing with tuberculosis, cancer, or 
diabetes; also persons with serious forms of heart trouble. 

The necessity for plans to meet the needs of sub-standard 
risks can be realized from the fact that 10 per cent of the applicants 
for insurance are not considered by the companies as standard lives. 


History or Sun-Stanparp INsSURANCH 


The necessity of providing insurance for sub-standard lives 
was early recognized, but it is only within very recent years that 
the necessary plans have been put into effect by strong companies 
in the United States to meet the needs of such risks. In 1865 the 
Universal Insurance Company, a New York corporation, was 
stated by Elizur Wright, the Insurance Commissioner of Massa- 
chusetts, to have plans for insuring at advanced rates the lives 
rejected by other offices. About the same time other companies 
made the same announcement, but neither they nor the Universal 
succeeded in making a success of that business; in fact, every com- 
pany failed which engaged in the insuriag of under-average lives in 
these early days of life insuranc>. In 1892 the Life Insurance 
Clearing Company of St. Paul was organized for the insurance of 
sub-standard lives exclusively, but after a brief existence it was 
reinsured. Its plans were not attractive. Another company, 
the Security Trust Company, wes organized in Philadelphia iu 
1896, and obtained consideratle “rejected” business from the 
agents of other companies. It is needless to take up the reasons 
for its lack of financial success; suffice to say that it also had to be 
reinsured. 

The first successful attempt in this country to do under-average 
business was made by the New York Life Insurance Company in 
1896. At the end of twenty years it has over $300,000,000 of such 
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business on ics books, and has paid over $20,000,000 in death losses. 
The Equitable Life Assurance Society also undertakes this form 
of insurance, and has over severty millions of this business in 
force. Another company which does both industrial and ordinary 
business had about forty millions of insurance in force in its under- 
average class, in addition to a consideratle amount of business on 
lives in semi-hazardous occupations which were placed in the inter- 
mediate class. Other companies, not so large as these three, have 
alsco plans fcr granting insurance to sub-standard lives. In Great 
Britain several of the early endeavors to treat impaired lives equita- 
bly met with success, so that there are a number of companies which 
have carried on that business many years, one company for more 
than ninety years. ` 


Tan NEED FOR EQUITAELE PLANS 


The foregoing figures indicate that the need for this kind of 
insurance is very great. A conservative measure may be obtained 
by assuming that 5 per cent of all the applications for insurance 
are declined. by companies, and could safely be covered under sub- 
standard pclicies. This would mean that duriag the year 1916 
applications for about $115 00C,0CO of insurance had been refused 
protection during that year. 

An idea may be obtained cf the types of risks which are received 
by a company transacting sub-standard business from the following 
takle, in which the cases appear according to their importance: 

Overweight 

Tuberculcsis in family. history 

Albumin, intermittent or constant 

Heart murmur 

Underweizht at young ages 

Occasional! alcoholic excesses 

History of cured tuberculosis, blcod spitting, consolidation of lungs, ete. 
History of inflammatory rheumatism 

History cf renal colic, gravel, hepatic colic, gall stones, eto. 
Fragile, rot robust, anaemic 

History cf malarial fever, or chills and fever 

History cf gastritis, or catarrh cf stomach 

Irregular pulse 

Sugar, intermittent or constant 

Goitre 

Rapid ptlse 

History of syphilis 
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In addition to the foregoing, and more numerous than any of 
these types, are occupations involving hazard, such as electricians 
handling live wires, saloon keepezs, firemen in city departments, 
locomotive engineers on railroads, employes in gunpowder plants, 
grinders of glass, underground coal miners, .stone cutters, and 
workers in compressed air. 

While it is evident that persons coming within the foregoing 
classes are fully as much in need of insurance as standard lives, 
plans which would be fair to the policyholders and to the company 
were developed very slowly. As already pointed out, it was thirty 
years after the first unsuccessful ettempt to insure under-average 
lives before a large company undertook such business. This was 
not due to any lack of enterprise on the part of American insurance 
men, but to the great difficultieSin the way, and to the apprehension 
of failure based upon the history of other companies. The main 
difficulty was to find reliable mortality bases, which entailed a 
knowledge of the mortality under the numerous types of under- 
average lives. If the companies Lad been confronted with a few 
main types, without any complications, such as persons with albu- 
minuria, mitral regurgitant heart murmur, or glycosuria, the diffi- 
culties would have been much more readily solved. Frequently, 
however, there were other defects :n addition to the principal im- 
pairment. So far as preparing the actuarial plans for meeting the 
extra hazard, there has been sufficient knowledge on this point for 
the last forty years, but there has beea very little available material 
until recent years with regard to tke relative mortality among the 
various groups of impaired lives. Most of the available material 
until a few years ago was based on English statistics, and these were 
scanty in volume. 


Bases OF STATISTICS 


The first successful attempt in this country to obtain satis- 
factory statistics was made by Dr. Oscar H. Rogers, who investi- 
gated the mortality among the declined cases of the New York Life 
Insurance Company. These investigations were commenced in 
1893, the records cf the declined cases for the preceding twenty 
years being completed by means cf correspondence with agents, 
with friends, and with salaried employes of the company. The 
date of death was obtained aad also a record of the last date on 
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which the applicant was known to be living. With regard to the 
cases which could not be tracad, it was assumed that there would be 
a death rate among trem three times as great as among the cases 
whose records had b3en obtained. It was recognized, however, 
that because of the different conditions, there might be a different 
incidence in mortality among the policyholders to whom sub-stand- 
ard contracts ate issued than among the declined cases. For 
example, among the Ceclined applicants ell those who were refused 
insurance because of drinking cecasionally to excess would be under 
observation, except those who had moved to an unknown address. 
On the other hand, tke persons io whom sub-standard policies were 
offered had che right either to accept or to refuse to take them. If 
the applicart thought the zompany was too severe with him he 
would be inclined to refuse, while if he felt that he was obtaining a 
liberal policy from the company he would surely accept. As a 
result, there would ba a selection egainst the company by reason of 
the poorer grade of risks taking the offers of the insurance company. - 
A similar condition may be noted in the case of companies which 
accepted certain ‘‘border-line” risks on their regular plans and found 
by experience that these risks should have been granted sub-stand- 
ard policies. Most cf these types were considered doubtful by the 
companies, and, accordingly, a very strict selection was maintained 
when they were accepted as standard lives; that is to say, only one 
out of every five might have been granted a policy, and therefore 
only the best of each type was accepted. When suitable provisions 
are made for meeting the extra mcrtality there need not be so strict 
a selection, and m that event the group of sub-standard lives would 
not prove to be so high grade outside of the impairment in question 
as those accepted as standerd risks. 

The statistics giving the relative mortality among the various 
types of un-ler-average risks sre generally taken from the following 
sources: 

(a) The unpublished experienc of individual companies; 
(b) The Specielized Mortality Investigation; 
(0) The Medic>-Actuarial Mortality Investigation; 

(d) The papers appearing in (1) the Transactions of the Actuarial Society af 

America; (2) the Proceedings of the Association of Life Insurance Med- 
ical Directors; (3) the Journal of the Institute df Actuaries; (4) the Trans- 
actiona of the Faculty of Actuaries, and the published accounts of other 
scientific bodie. 
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At this point a word should be said with regard to the Medico- 
Actuarial Mortality Investigatim. That investigation was con- 
ducted by a committee composed of members of the Actuarial 
Society of America and the Association of Life Insurance Medical 
Directors. The data were ccntributed by forty-threa American 
and Canadian life insurance companies, and covered a period of 
about twety-four years (1885 to 1909) on about two million lives. 
The report of the committee appears in five volumes, and covers 
the relative mortality in ninety-seven classes of occupation and 
forty-eight types of medical impairment. It also contains data 
relating to the influence of build on mortality, new tables of height 
and weight, standard tables of cause of death, relative mortality 
in the southern states, an extensive study of the effect of alcohol on 
longevity, the influence of a family history of tuberculosis, and the 
experience of the companies in four groups of women. These 
reports are invaluable in assisting the companies to determine 
whether a risk is standard o> sub-standard. They also enable 4# 
experts to determine approximately the extra mortality which 
should be anticipated on many types of under-average lives. 


METHOD or EXPRESSING THE RELATIVE MORTALITY 


In expressing the relative :ncrtality the general practice is to 
use the proportion which the mortality in the class or group bears 
to the mortality among a corrzsponding group of standard lives. 
In the Medico-Actuarial Mortality Investigation, for example, the 
mortality experienced by the companies among standard lives was 
obtained for the various policy ears under groups of ages at entry. 
The “expected” deaths in the various classes or groups were then 
calculated by multiplying the “exposed to risk of death” by these 
sets of mortality ratios. These “expected” deaths represent the 
approximate number which would have died if all the lives had been 
standard. The number of “aczusl” deaths occurring in the sub- 
standard class under investigation is then ascertained, and the 
proportion which they bear to the rumber of deaths by the standard 
table is the measure of the re-ative mortality. For example, if 
there were 300 “actual” deaths among a class of persons who had a 
mild type of heart murmur, and if the “expected” deaths according 
to the experience on a correspording body of standard lives would 
have been 200, then the ratio of actual to expected deaths, or the 
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4 
relative mortality, would be 150 per cent,—+.e., 50 per cent in excess 
of the standard or of the normal. : 


PLANS FOR Insurancn or Sus-Etanparp Livas 


There are three requisites for a satisfactory plan of meeting 
the extra mortality on sub-standard risks: 
1. It must be equitabls to the sub-standard policyholders, and not a burden 
on the standard policyholders, or on the company ea a whole. 
2. It must be attractive to the applicants,—that is, the policies must be 
saleable, 
3. It should be equitable as between the different types of sub-standard lives. 


The principal plans on which 3ub-standard risks are accepted 
are: 

1. A lien is imposed o2 the policy, thereby reducing the face of the policy at 
death, and such Hen is generetiy reducib.e by the premiums paid from 
year to year. 

2. An extra premium is charged. 

3. The premium is charged at an advanced ag- instead of at the true age. 

4. The policy is placed in a special class as to surplus or dividend. ` 


In addition to the foregoing, policies have bsen issued on the 
double endowment plan or on modifications of it. Under double 
endowment policies a short pericd of years is selected, usually 
twenty years, during which if the insured dies his heirs receive one- 
half of the amount payable at the end of the twenty years. It is 
equivalent to an insured buying a pure endowment policy of $2,000 
payable twenty years hence if he should lve, with a term insurance 
policy of $1,000 payable if he should die during the twenty years. 
The premium varies very little by age, so that whether an appli- 
cant is aged fifteen cr fifty-five at entry, the races are nearly the 
same. ‘This is accordingly equivalent to assuming that a mortality 
similar to that experienced at age fifty-five at entry may be borne 
on a young man of say fifteen. The prircipal disadvantage of this 
form is that the premiums paid considerably exceed the amount 
payable in event of death during the later policy years. 

A few companies in Great Eritain issue policies without medical 
examination, but a reduced amount of insurance is paid in the early 
policy years. This is a modification of the lien system. 
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Lren System 


Under the lien plan the amount of insurance payable at death 
generally increases with the age of the policy until it equals the 
face thereof. A notable exception to this rule was made in the 
case of the Life Insurance Clearing Company of St. Paul, which had 
a lien increasing with the advancing age of the insured. It was 
assumed that the dividends would be so large that they would not 
only offset the increase in lien. but rapidly result in its elimination. 
The expectation of the founders of the company was aot realized, 
A plan which depends so largely on the dividends of the future does 
not deserve to be popular. 

There are many different kinds of liens. One company, for 
example, had liens from $200 to $900 per thousand, reducible by the 
premiums paid, the amount of the lien depending upon the degree 
of impairment. Another company imposed liens the initial amount 
of which represented its published single premiums for the whole of 
life and for ten, fifteen and twenty year endowment insurance. To 
make this lien method clear an example may be given. If the lien 
were $500 per thousand and the annual premium $30 per thousand, 
the insurance payable in the event of death in the first year would 
be $530, in the second year $560, in the third year $590, etc., until 
in the seventeenth year and thereafter $1,000 would be due 
‘at death. Such a form of policy appeals to many applicants, be- 
cause if they prove to be poor risks and die in the early policy years, 
their beneficiaries will-receive a good return for the premium paid, 
notwithstanding the lien; wherees, if the insured outlives the period 
in which the lien is charged, they are not adversely affected by it. 

The lien may be reducec by any other sum than the amount 
of the annual premium, but the annual premium has generally been 
used in the United States and Canada on the ground of simplicity. 
In Great Britain it is a common practice to impose a lien for a period 
equal to the expectation of Lfe. reducing it by equal annual pay- 
ments during that period. 

The premium charged for « lien policy is the same as that for a 
standard policy, it being considered that the extra mortality will be 
met by the lien. 

When it is expected that the relative mortality in any group 
will be heaviest in the early years following issue, and that it will 
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thereafter become normal, the lien system is very satisfactory from 
the standpoint of the company. Where, however, the extra mor- 
tality is coastant or where it tends to increase with advancing age, 
the company is not so well protected. The extra mortality covered 
by means of liens is not so large as is popu_arly supposed. This is 
apparent when it is realized that the value of the lien is equivalent 
to the value of temporary insuracce for the difference between the 
face amount and the sum payable at death. 

When there is a variety of liens at each age, the question of 
reserves and of surrender values is a complicated cne, because the 
reserve varies with each form of lien and with the mortality table 
corresponding to the anticipated mortality in tae group. For 
example, if a $500 lien per thousand is irhposed upon applicants 
who ere expected to have a mortality of 150 per cent (50 per cent 
in excess of the normal), the reserve on an ordinary life plan would 
be different to those under pclicies where the liens were $700 per 
thousand and a mortality of 175 per cent was expected. As, how- 
ever, the various states allow a deduction from the reserve in deter- 
mining the surrender value, it is not necessary to calculate a different 
set of such values for the various liens, because the difference may 
be aksorbed in the surrender charze,—i.e., under one lien the 
surrender charge might be $10, ard in another $12, due to the dif- 
ference in the reserves under the policies. The term extension 
feature is generally omitted from policies on highly impaired risks. 


Pouicrss with EXTRA PREMIUMS 


An extra premium may bs charged throughout the life of the 
policy or for a few years only. It is customary z0 charge these 
extra premiums for hazardous occupations in whick the additional 
mortality is due to accident. For example, underground miners 
may be charged an extra of $5 per thousand irrespective of their 
age, an the assumption that the hazard of occupation is approxi- 

mately constant with age. 
i The extra premium may be calculated so as to zover the antic- 
ipatec extra mortality only, or it may provide for commissions 
and for dividends. In cases of change of occupation the extra 
premium is usually removed after a probationary period on satis- 
factory evidence of insurability. It is not customary to increase | 
the surrender values on account of the extra premiums. The reserve 
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carried by the company at the end of the calendar year (middle of 
the policy year on the average) is usually one-half the extra premium 
for the current year in addition to the regular reserve. 

Where the extra hazard is temporary, such as in the case of a 
history of appendicitis or of certain forms of ulcer without operation, 
the extra premium is charged ducing the years in which the disease 
is likely to recur. 


ApvaNcz IN Aan 


Under the plan of advancing the age the policyholder is usually 
treated in all respects as of the advanced age. If, for example, he 
were thirty-five years of age and by reason of impairment was con- 
sidered ag ten years older, then he would receive a policy with 
premium, surrender values, non-forfeiture features and dividends 
as of age forty-five. For reserve purposes the policy would be 
carried on the books of the company as though the true age were 
forty-five. 

In determining the advance :n age to meet the extra risk on a 
sub-standard life one must first know what extra mortality is to be 
provided for. If for example a person age thirty applies for an 
ordinary life policy and it is expezted that the mortality to be met 
on a group of similar lives will be 200 per cent of the normal, it is 
assumed that the probability of dying in any year is twice the normal 
or standard. We first calculase the premium at age thirty for an 
ordinary life policy on a mortality table with double mortality 
rates. It is then compared wita the premiums for ordinary life 
policies at normal mortality rates, and the premium which most 
nearly approximates to the premium at age thirty on the double 
mortality table is recorded; the difference between age thirty and 
the age to which this premium applies gives the advance in age. 
These calculations are based on net premiums as distinguished from 
gross premiums. This advance in age is then charged on gross 
premiums thus providing for inzreased dividends and surrender 
values over the normal age. Should it be desired to charge extra 
premiums instead of an advance in age the practice is generally to 
take a percentage of the extra charge determined by the advance ia 
age method. : 

The above method is adopted in one large company, but there 
are other plans for calculating extra premiums and advances in age. 
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SPECIAL CLASSES FOR Sus-Stranparp RISKS 


Prior to 1907 several companies had special classes in which 
the dividends were deferred for periods of fifteen or twenty years. 
At the end of that time the mortality expsrienced in the class for 
under-average lives was taken into acconnt in determining the 
accumulated dividends then payable. In one large company there 
were two classes for sub-standard _ives,—ons for those slightly under 
average, and the other for those mcre seriously impaired. In the 
latter class liens were also imposed to prcvide for the highly im- 
paired risks. In another company special dividend classes were 
made for those in hazerdous occupations, such as liquor dealers and 
railroad men. So far as can be ascertained, the dividends in these 
special classes range from 50 per cent to 90 per cent of the dividends 

. under corresponding policies in tae regular class. If the lives are 
reasonably homogeneous, this is an equitable practice, but it can 
no longer be employed to advantage by companies operating in 
New York State. While it is theoretically possible to have a special 
class in connection with annual dividends, no company of promi- 
nence has attempted to create it, on account of the practical diffi- 
culties. It can easily be seen that zhe annual dividends might be 
subject to viclent fluctuations, and that the company would be 
open to misurderstanding by a comparison of the dividends in its 
sub-standard elass with dividends in another company in its stand- 
ard or regular clase. 


Noumerica, Ratna or Riss 


One of the requisites to successfully conducting an under-average 
business is a means of expressing the relative mortality. The medi- 
cal director, the actuary and other officers of the company must be 
able to speak a common language in this matter. As already 
pointed out, the practice has arisen within recent years of showing 
the rélative mortality to a standard which is assumed to be 100 
per cent, so taat 200 per cent means double the normal mortality 
of the compary, or 100 per cent additiona_ mortality. One of the 
larger insurance companies, in order to facilitate the handling of 
its under-average business, has developed a system of numerical 
values for the various factors entering inzo the composition of a 
risk. The applicant is giver credits or debits, depending upon 
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favorakle or unfavorable features. Take, for example, a farmer 
who is slightly over the average weight, and has a good family his- 
tory, but albumin has been Zocnd on examination. Basing the ~ 
credits and debiżs on the company’s own mortality experience, or 
on the results of published mcrtality investigations, the company 
might add ten points for overweight and fifty points for albumi- 
nuria, subtract fifteen points for favorable occupation and ten points 
for a good family history. This would be a net addition of thirty- 
five points to the basic rating of one hundred, so that he would then 
be considered as belonging to a group of persons having 135 per 
cent mortality,—or 35 per cent in excess of the normal. 

The foregoing system has its limitations and must be applied 
with good judgment. It does awgy with personal bias on the part 
of the official who passes on the risks, and is an excellent guide for 
him in determining how each case should be treated. 


BORDER-LINB Risks 


Applicants for life insurance may be divided into three groups: 
(a) those who are surely standard risks; (b) those who are surely 
sub-standard risks, and should aither be declined or charged an 
extra premium, or have the policy modified in scme way; and (e) © 
border-line risks. If a committee of medical directors were ap- 
pointed to pass on one thousand cases, it is probable that they would 
agree on 90 per cent being placed in either group (a) or group (b); 
while if the medical directors of one company passed on these risks, 
there probably would not be a difference of opinion with regard to 
these groups in more than 2 per cent of the cases. It naturally 
follows that among the 10 per cent upon which the medical direc- 
tors of the various companies would differ there would be a propor- 
tion of these border-line cases which would be treated as standard 
by some companies, and a percentaze which would be considered 
as sub-standard. The difference in opinion among the medical 
directors is partly due to their interpretation of the existing sta- 
tistics, partly to the experience of tkeir own company which may 
have differed from the results of the Medico-Actuarial Mortality 
Investigation, and partly to their individual experience. It is 
well known, for example, that some zompanies have had either a 
better or a worse experience than thst shown in certain classes of 
the Medico-Actuarial Investigation because their selection was 
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more or less səvere than that practiced by the average company. 
An endeavor i3 being made by the Astuarial Society of America and 
by the Association of Life Insurance Medical Directors to lessen 
the percentage of cases on which the companies differ in their treat- 
ment. The combined wisdom and knowledge of a group of actua- 
ries and medical directors would be better than the opinion of a 
single man in either of these professions, however able he may be, 
and it is hoped to give to all compenies the benefit of the opinions 
of these men. A committee of the two societies is studying all the 
available: stazistics, and is having put at its disposal the unpub- 
lished experience of many of the largest companies in the country. 
With this knowledge, much of which has hitherto not been available 
to the insurance profession, the joint committee may be in a posi- 
tion to publish information which will result in fewer differences of 
opinion on border-line risks. The sole function of the committee is 
to obtain information which would be of assistance to the companies, 
and there is no intention, by moral suasion or otherwise, to induce 
the companies to change their practice. Experience has shown that 
if new light Żs supplied to the companies they are glad to make intel- 
ligent use of it. 


SELECTION oF RISKS 


In selesting risks, other knowledge is necessary than that of 
medicine. In nearly all companies there is a committee of review 
-which assists the medical department in determining the insura- 
bility of certain types of risks. On the committee there is usually 
a medical director, an actuary, a secretary or other executive offi- 
cer, and a member of the agency department. That committee 
considers such questions as (1) the amount which should be taken 
on a risk; (2) the moral hazard, including the finances of the appli- 
cant; and (3) the probable selection against the company. In 
order to do its work properly, the members of the committee must 
have a knowledge of the experience of the company with regard to 
its mortalty on policies for large amounts, on women, on persons 


N 


in hazardous occupations, on berder-line risks, and, in fact, on all - 


matters which are not purely medical. The phrase “moral hazard” 
is used in a special sense in insurance companies; for example, it 
would be considered a moral hazard if insurance were applied for on 
an elderly woman without dependents, the sons being the payers of 
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the premium and the beneficiaries under the policy. Such cases 
may be declined, or accepted for a small amount of insurance under 
a sub-standard plan, as a group of such cases would undoubtedly 
show a higher mortality than the normal, a certain proportion being 
of a speculative nature on risks below the average for reasons which 
were not apparent to the medical examiner. - 


SELECTION AGAINST THE CoMPANY BY SUB-STANDARD LrvEs 


In preparing plans for sub-standard lives the psychology of 
applicants should be considered carefully. There is known to be 
selection either in favor of, or against the company which has a 
material effect on the mortality. It has been proved, for example, 
that the applicants who apply for endowment policies, and are 
found to be standard risks, are much better risks than those who 
take ordinary life policies. This is undoubtedly due to the fact that 
those who apply for endowment insurance expect to live until the 
end of the period, usually twenty years, to receive the endowment, 
—otherwise they would ask fo? cheaper forms of policy. The com- 
panies, therefore, get the benefit of the opinion of the insured with 
regard to his longevity, in addit:on to the expert judgment of the 
medical examiner. 

The effect of selection has also been noted in the under-average 
field. A group of applicants wko have liens placed against them 
would be partly influenced in taking their policies, by their own 
opinion regarding their prospects of longevity. If they expected ' 
to outlive the lien they would be inclined to accept the policy of- 
fered by the company; while a goodly proportion of those who did 
not expect to live a long life would refuse to eccept such policies 
and would prefer to go to other companies which charged an extra 
premium. When a heavy extra premium is charged, the tendency 
is for the better grade of risks to decline to take the insurance, while 
the poorer grade of the same tyre accept. This was shown in the 

experience of a large company, which found a mortality lower than 
expected among highly impaired risks under policies with a heavy 
lien, and a higher mortality than expected among a similar group 
issued in later years when the company charged an extra premium 
because the lien system could no longer be applied. 

Another type of selection which may be noted is that of an 
applicant who has been declined by a company and who applies to 
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another compeny which grants sub-standard insurance. If he feels 
that he is not :n good condition he will naturally try to get as much 
insurance as ke can carry, with the expectation of cancelling part. 
of it at a later date. A company, therefore, must be on its guard 
against anti-selection of this nature. 


TREATMENT OF Sus-STtanp4sRp Lives wHicH Improve N Havre 


One of the difficult questions to solve is what should be the 
treatment of under-average lives which improve in health. It 
should be remembered that if a mortality of say 200 per cent is 
assumed for any group and if the best risks are gradually taken out, 
leaving those who have not improved or who have actually deteri- 
orated, the mortality is likely to be higher than 200 per cent. Hither 
of two methocs of meeting the problem may be adopted. First, in 
determining tae expected mortality an addition may be made to 
cover granting better policies to all the risks which improve. Sec- 
ond, in providing for the expected mortality a slight provision only 
is made so as 30 give the privilege of a better form of policy during 
a short period, not exceeding say three years. The difficulty under 
the first method is thet the class would likely deteriorate rapidly if 
the agents made a practice of canvassing the policyholders periodi- 
cally to find out whether they had improved or not. In some cases 
this improvement might only be temporary, but the company would 
not have the privilege of again treating them as sub-standard. 
While it is teshnically correct to treat sub-standard risks in this 
manner, I do- not know of any company which pursues this course 
because of ths practical difficulties. With regard to the second 
method, it is quite common to allow a change to be made during 
the first two or three vears, no change to be made thereafter. The 
disadvantages of refusing to grant standard forms of policy after a 
reasonable period is that agents induce a number of the best lives 
to surrender their contracts. 


ADVANTAGES TO Agents oF SuB-STANDARD BUSINESS 


In determining whether a company should take sub-standard 
lives or not, the officers have to consider several matters: (a) 
whether they wish to have a stringent selection with a low mor- 
tality; or (b) a liberal selection with a somewhat higher mortality, 
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As competition is so largely concerned with the question of divi- 
dends, the tendency would bs towards adopting (a). The agents 
may be afraid that the adoption 2f under-average plans would result 
in many cases being treated as sub-standard which were formerly 
accepted as standard. It is inevitable that this would be true in a 
small proportion of the cases. When there is no sub-standard class 
there is a natural tendency to be Jenient with border-line and slightly 
impaired lives tecause the company has no alternative but to ac- 
cept, or decline to issue a policy. Greater justice, however, is done 
when there is a means of handling these border-line or sub-standard 
cages according to their merits. While the agents may lose a small 
percentage of the business by reason of having treated as sub-stand- 
ard a few types which were formerly accepted as standard, they 
have, on the other hand, a great advantage from receiving policies 
on many cases which were formerly declined. If they can place 
even one-half of the cases issued on under-average plans, the saving 
in commissions thus effected is very much greater than the loss 
resulting from placing in the sub-standard class the few border- 
line cr sub-standard cases formerly accepted as standard. Further- 
more, the field of operation is gr2atly enlarged because the agents 
can canvass actively among border-line or sub-standard risks, 
whereas they were former'y limited to cases which appeared to be 
standard and entailed no material hazard from occupation. 


CONCLUSION 


While many companies have the desire to extend the benefits 
of life insurance to sub-standarc risks, and while mahy of their 
officers recognize that they are aot doing their full duty to the 
public by refusing to grant policies to sub-standard lives, it is rather 
a dangerous experiment for new or small companies. Notwith- 
standing the large amount of data published in recent years, it is 
necessary to have considerable knowledge, skill and experience to 
handle sub-standard business successfully. The increasing knowl- 
edge with regard to mortality is resulting in greater justice being 

- done to individual lives as the outcome of the ability to differentiate 
between the various grades, and tc grant under-average risk policies 
which are fair to the applicants and equitable to the company. 


`- THE PROBLEM OF CASH SURRENDER VALUES AND 
. CASH LOANS 


By Joan B. LUNGER, 
Vice-President, The Equitable Life Assurance Society. 


SURRENDER YALUES 


The granting of cash surrender values and loans from reserves 
is developing into a serious problem for life insurance companies. 

Originally the surrender value of a lapsed or forfeited policy was 
granted in the form of paid-up or exsended insurance. It was thus 
limited on the theory that the policy was not/a banking contract, 
that the retiring policyholder having made a contract for insurance, 
his reserve should only be applied in the form oï ingurance. 

- In time the abandonment of this theory was forced by competi- 
tion and the practice of paying surrender values in cash became 
common. In 1906 this privilege was made a statutory requirement 
in the new Insurance Law of the State of New York. For the ten 
years followirg 1905, the proportion of cash payments to the re- 
serves on the policies surrendered increased 42 per cent. 

The right of the deserting policyholder to withdraw the reserve 
on his policy minus a reasonable surrender charge cannot be ques- 
tioned. The wealmess of the present method of expressing this right 
lies in the fact that the privilege of taking cash instead of paid-up or 
extended insurance reverses the original purpose of the contract and 
often encourages needless lapsing. This privilegé has tempted many 
policyholders to unnecessarily surrender their policies to secure ready 
cash which has resulted in the lose of a great volume of valuable 
insurance prctection. l 

: While tke return to the original practice of giving paid-up or 
extended insurance in place of cash for surrendered policies may be 
classed among the impossibilities, there is a phase of the application 
of the present plan which demands, and it is hoped may receive, re- 
medial action, namely, the question of the surrender charge. 

The New York Laws of 1906, under which the bulk of American 
life insurance is written, and which have been copied in many states, 
provide that the entire reserve less one-fifth or the sum of two and 
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fifty one-hundredth dollars for each one hundred dollars of insurance 
shall, upon demand not later than three months after the date of 
lapse or surrender of the policy, be applied as a surrender value as 
agreed upon in the policy. While this law defines the minimum of 
the reserve which shall be paid or applied to surrender values, which 
consist of cash values, paid-up insurance or extended insurance, in 
practice this minimum is exceeded. Nearly every company allows 
the entire reserve as a surrender value in cash, or its equivalent in 
paid-up insurance, after the tenth year of insurance, and deducts less 
than the surrender charge allowed by the law in the early policy 
years. Itis perhaps in the increase of cash surrender values and in 
reducing the intervals or periods at which they may be taken that 
the competitive concessions found their most questionable expression 
during the period between 1880 and 1905. In 1880 very few com- 
panies guaranteed cash values at all. Later certain companies 
adopted values payable at the end of each fifth year of insurance, 
but by degrees, under the force of competition, annual values became 
general and then the amounts of the values were gradually increased 
until guarantees equal to the full reserve were reached and competi- 
tion could go no further. The effect of this was to emphasize the 
importance of the individual polisy—displacing the principle which 
regarded the interests of the whole body of the insured to be para- 
mount to those of the individual. 

The old-fashioned notion was that each retiring policyholder— 
each deserter from the ranks as it were—should pay a proper sur- 
render charge as a quid pro quc for the loss sustained by the whole 
body of policyholders through his retirement. While the 1906 law 
allows a surrender charge there is nothing in it forbidding the com- 
panies to waive such charge, henee we find that certain companies 
are paying the full reserve after the policy has been in force for 
only a few years: in two or three companies after only three years. 
In other words, the law protecis she deserter by stipulating that he 
must be paid certain minimum values but fails utterly to act in the 
interests of the whole body of policyholders by prohibiting larger 
payments to the deserter than ^e is in equity entitled to receive. 

Herein is the defect in the law. It should define a surrender 
charge adjusted to the kind and age of the policy; and then provide 
that no company shall guarantee in its policies, or pay in practice, 
a larger cash value than the reserve less such surrender charge. 
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If a surrender charge should be imposed in all cases when cash is 
taken, the amount of such charge could be used to replace the 
retiring policyholder without casting the burden of cost on the per- 
sistent policyholders. If need be it could be used as a compensa- 
tion for a decline in values, unexpectedly high mortality, or other 
contingencies. ; 

Undoubtedly the cash value privilege is a great help in times of 
emergency, and it must be conceded that sometimes it is very im- 
portant to protect the insured and his family while the insured is 
living. But no policyholder should ba permitted to retire and with- 
draw his entire equity in reserves, thereby transferring his share of 
any depreciation or other unfavorable contingency to those who 
_ remain. 


Porrcry Loans 


The policyholder’s privilege of borrowing a pcrtion of his re- 
serves on the security of his insurence contract was also a develop- 
ment of competition, and like the giving of surrender values, the 
idea grew and the original privilege was extended until the plan 
became permanently fixed upon the business by being made a re- 
quirement of the law. 

As originally intended, this privilege would have been a great 
service to the policyholder and to the companies ss an attractive 
feature or inducement to insure, but, as in the case of surrender 
values, the loan privilege has been carried to extremes, the general 
practice now being to loan, as well as to pay as a cash value, the full 

` reserve upon a policy after the tenth vear of insuranze. 

The standard contract provisions required by Section 101 of the 
New York Laws requires in each contract a provision relating to 
policy loans which is described as follows: 


A provision that after three full years’ premiums have beer paid, the company 
at any time, while the policy is in force will advance, on proper assignment or 
pledge of the policy and on the sole secur_ty hereof, at a specified rate of interest, 
a sum equal to, or at the option of tha owner of the policy less than the reserve at 
the end of the current policy year on tke policy and on any dividend additions 
thereto, less a sum not more than 24 percent1m of the amount insured by the pol- 
icy and of any dividend additions thereto; and that the company will deduct from 
such loan value any existing indebtedness on the policy and any unpaid balance of 
the premium for the current policy year, and may collect interest in advance on 
the loan to the end of the current policy year; which provision may further provide 
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that such loan may be deferred for not exceeding six months after the application 
therefor is made. A company may, in lieu of the provision hereinabove permitted 
for the deduction from a loan on the policy of a sum not more than 24 percentum 
of the amount insured by the policy and of any dividend additions thereto, insert 
in the poley a provision that one-fifth of the entire reserve may be deducted in 
case of a loan under the policy, or may provide therein that the deduction may be 
the said 24 percentum or the one-ñfth of the said entire reserve at the option of 
the company. 


The primary purpose of this law, which fastens a banking 
function upon life insurance, was to enable the policyholder to have 
the use of his resefves in time of financial stress. It was believed that 
this would be cf great value in preventing lapses by permitting the 
insured to apply his reserves to the payment of premiums when 

short of cash, and that the plan in general would prove an attractive 
one as an inducement to the taking of insurance. 

These advantages are freely conceded, but experience has dem- 
onstrated that they have been largely neutralized by the disad- 
vantages and the abuses which have resulted from the expansion 
of this loan privilege. These loans operate directly against the 
beneficiary by reducing the protection, for only a small per cent of 
the loans are repaid by the borrowers and the rest must be deducted 
from the claims at death or from surrender values. They also 
encourage lapsing by the additional burden placed upon the policy- 
holder. Many borrowers, finding their protection reduced, their 
premiums remaining the same and an annual interest. charge to pay, 
become discouraged and lapse or abandon their policies. An in- 
justice is also done the remaining policyholders by the low with- 
drawal charge and the possible danger of a “run” on reserves in time 
of panic. Broadly speaking, the policy loan privilege discourages 
saving and encourages spending. This fact is emphasized by the 
extraordinary increase in the diversion of policy reserves from their 
original purpose during recent years. 

The magnitude of the problem which has resulted from this 
unwisely extended’ privilege may be appreciated by a study of the 
following table which shows the extent to which these reserve funds 
have been withdrawn from the American “old line’ companies 
since 1890: 
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Yaar RESERVES Pozcy Loans Ratio or Loans 
TO RESERVES 

1890 $669,963,688 $19,903,242 2.97% F 
1895 980,248,946 35,524,530 3.62% 
1900 1,443,452,319 88,500,575 6 13% 
1905 2,295,289,818 225,568,149 9.83% 
1910 ` 3,225,968,080 495,099,854 15.35% 
1915 4,362,255,809 779,158,908 17.86% 


Those who borrow on their palicies are not satisfied with small 
amounts. They are tempted to withdraw all the money they can 
get, and, having gotten it, they are tempted to spend it for pleasure 
or to risk it in business or speculative ventures. The result is that 
a temporary loan develops into a permanent obligation, and the idea 
of repaying it is abendoned. Consequently when death comes the 
widow finds that her life insurance has been materially reduced and 
then bitter disappointment and sometimes misery and hardship 
follow. 

It is not surprising, therefore, that the practice of borrowing 
on policies has come to be known as borrowing from the widow and 
orphan. No concession ever grarted to policyholders has operated 
so greatly to the disadvantage of beneficiaries. This is particularly 
true when the loans are taken with tke assistance of the Change of 
Beneficiary Clause, whereby the wife cf the insured is too frequently 
denied a knowledge of the transaction. In two companies, at least 
in the case of policies drawn in favor of the wife, unless the insured 
insists upon his privileges under the Change of Beneficiary Clause, 
an effort is made to obtain the wife’s signature to the loan papers. 
Tt is surprising how often the mortage of a policy is thus avoided. 

One class of loans—those taken out on policies issued for the 
protection of business ventures or for purely commercial purposes— 
are justifiable; they are serving a purpose for which the contract was 
_ entered into. But one cannot view with equanimity the taking of 
loans on policies issued for family protection, and unfortunately 
the greater number of loans are taken on this class of policies. 

If those who heve it within their power to make and amend 
laws could know the disappointment incident to policy loans and 
the hardships which are often inflictec on the insured himself, they 
would find sufficient reason in these disappointments alone to amend 
this section so that loans would be mandatory only for the purpose 
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of paying premiums, leaving the question of an additional loan to 
the judgment of the officers of the companies, but. stipulating that 
the total loan shall in no case exceed the cash value which should be 
on a reduced basis. 

In foreign countries where life insurance has been practiced 
longer than here underwriters have prudently abstained from fol- 
lowing our lead with respect to maximum cash values, although they 
have adopted several of our American innovations. In a review of 
the cash surrender values offered by the English companies, it was 
found that in the case of thirty-nine the cash values range from 25 
per cent to 50 per cent of the premiums paid. The values for all 
ordinary durations of insuranze are very much below the reserves 
held under the policies. In general the values are fully 20 per cent 
lower than in this country. 

The English companies alsc grant policy loans and the pros- 
pectuses of the companies show that the loans are limited to the 
cash surrender values, which as above stated, are always well within 
the reserves. The policy of one company contains a rather unique 
provision to the effect that in 2ase the rate of discount in the Bank 
of England is 7 per cent or more at the time the cash value is applied ` 
for, the directors may either pay a reduced-value or defer payment 
until the rate falls below 7 per cent. That the person who drafted 
this condition possesses amongst js other traits that of perspicacity 
is only too well evidenced by the present distressing war conditions 
on the other side of the sea. 

In France the policies of the eading companies provide for cash 
values, but the amounts instead of being specified in the contracts 
are subject to the rules of the Board of Directors at the time of 
surrender. Excepting in the case of one company, the values at no 
time exceed 85 per cent of the reserves, closely following the English 
practice. Again in France, asin England, loans are made up to an 
amount not exceeding 95 per cent of the cash value. One of the 
French companies provides a check against declining values in se- 
curities by stipulating that in case French rentes are quoted below 
90 the cash values may be reduced. 

From this statement of foreign practice it will be seen that in 
granting cash values and policy loans, both the English and French 
companies are far more conservative than the American companies, 
avoiding extreme liberality and safeguarding the interests of their 
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policyholders as a body by keeping their payments to those who 
borrow money or retire from the company fairly within the re- 
-Berves. ` 

Another point with respect to cash values and policy loans 
which we must ‘consider is that the investments of the life insurance 
companies are made with regard to the maturity of the policy con- 
tracts and the continuance of the business under normal conditions. 
The two most common forms of invessment, therefore, are mortgages 
and long-time bonds. When money is easy and there is an active 
investment merket, it is possible to realize upon bands, or to collect a 
part at least cf the mortgages which mature. On the other hand, 
under unfavorable conditions these two classes of securities are any- 
thing but liquid. Ccnsequently it follows that if unduly liberal 
cash values and policy loans are to ecntinue to be a feature of policy 
contracts the life insurance companies will eventually be required to 
make short-time or call loans. These forms of investment are now 
practically denied to life insurance companies. 

At present there are apparently only two ways by which the 
companies can protect themselves against the possibility of a long 
continued drain if one should occur in the years tc come. One is by 
carrying large cash balances, which 2s obviously objectionable; and 
the other is by purchasing short-time bonds, or secured notes of 
which there are comparatively few in the market. And if life in- 
surance should develop competition for this class of investments the 
price would be raised to such a poinz as to make the returns inade- 
quate. 

`The question of the possible ultimate effect on investments of 
cash policy guarantees is one cf the most important before us today, 
and especially as one of the uncontemplated effects of guarantees is 
to gradually convert each company, to the extent of its reserves, 
into a combination of a life insurance company and a savings bank. 

It is difficult to make an estimete of the proportion of present 

' reserves which are subject to cash demands, but it is a considerable 
percentage of the whole. As the old policies which do not provide 
for cash are becoming less in number each year, we may look forward 
to the time, perhaps only fifteen or twenty years hence, when nearly 
the entire resarves will be subject to demand payments unless the 
tenor of things is changed in the meantime. 

The defects of the present situation arefundamental. Our cash 
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values and loan values'need to be brought down to the level that will 
not be an inducement to the easy forfeiture of the insurance but 
which will tend rather to permanence in the carrying of the policy. 
There is a body of opinion which believes that three or six months’ 
notice of intention to borrow or to demand the cash value is a suffi- 
cient corrective, but as the defects are fundamental a three or six 
months’ notice is but a superdicial remedy. Faults which are basic 
and have within them the possibilities of becoming a-menace cannot 
be cured by postponement. 

With the assistance of ou~ state insurance officials and our legis- 
- lative bodies, it appears entirely possible happily to compromise by 
legislative corrections so as to find the golden mean between the 
practices and benefits which obtained about thirty years ago, and 
those in vogue at the present time. 


MUTUALIZATION OF LIFE INSURANCE COMPANIES 


Ey Mums M. Dawson, F.LA., F.AS., 
Consulting Actuary. New York. 


In the year 1906 the legislature of the state of New York en- 
acted, among cther bills introduced by Senator Wm. W. Armstrong 
on behalf of the New York Legislature Life Insurance Investigating 
Committee, of which he was chairman and Mr. Charles E. Hughes 
was counsel, tae following statute, providing for mutualization of 
stock life insurance companies: 


Conversion of a Stock Life Insurance Corporation into a Mutual Isfe Insur- 
ance Corporation 


Any domestic stock life insurance corporation, whether incorporated under a 
general law or by special act, may become a mutual life insurance corporation, and 
to that end may carry out a plan for the acquisition of shares of its capital stook, 
provided, however, that such plan: (1) shall have been adopted by a vote of a 
majority of the directors of such corporation; (2) shall have been approved by a 
vote of stockholders representing a majority of the capital stock at a meeting of 
stockholders called for the purpose; (3) shall have been approved by a majority 
vote at a meeting salled for the purpose, in such manner as stall be provided for in 
such plan, of policyholders eash insured in at least one thousand dollara and whose 
insurance shall than be in force and shall have been in force for at least one year 
prior to such meeting; and (4) shall have beea submitted to the superintendent of 
insurance and shall have been approved by him in writing, provided that such plan 
shall not be approved by the superintendent unless at the time of such approval 
the corporation, atter deducting the aggregata sum appropriated by such plan for 
the acquisition of ell its capital stock, shall be possessed of assets sufficient to main- 
tain its deposit theretofore made with the superintendent and not leas than the 
entire liabilities of the corporetion, including the net values o? its outstanding con- 
tracts computed according to the standard acopted by the corporation under seo- 
tion eighty-four of thia chapter, and also all funda, contingent reserves and surplus 
save so much of the latter as shall have been appropriated under such plan. 


It is, perhaps, because of my service on the committee as its 
actuary and especially because.of my well-known connection, as 
putative autho-, with its legislative proposals, that I am invited to 
prepare this account of what has been effected, and what has not 
been accomplished as well, under this law and also generally since 
its enactment. i ' 
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The occasion for enacting such a measure was as follows: the 
investigation had disclosed that there had been evils in stock man- 
agement of great companies doing principally a participating busi- 
ness, which real mutuality should eliminate; as, for instance, the 
very real evil of the control ccming into weak or even criminal 
hands. It is true that mutua- companies were not found to be free 
from evil conditions, owing to the fact that their managements, 
through a vicious proxy system, had been so entrenched that there 
was little sense of responsibility to the members; but this, the com- 
mittee conceived, could be remedied by election regulations which 
would render the management more accountable to policyholders. 
In view of these things, it seemed desirable to give the opportunity, 
whenever the holders of the rcajority of the stock, impressed, say, 
with the importance of perpetuating the management in the interest 
of policyholders, were willing to provide for mutualization, for the 
policyholders to pass upon the matter and, if they and the superin- 
tendent of insurance approve, redeem the stock at a rate fixed by 
agreement and thereafter own ard control their company. 

There is no reason for disguising that an important and per- 
haps conclusive reason for recommending this legislation was the 
condition in regard to the Equitable Life Assurance Society in which 
the bare majority of $100,000 of stock controlled hundreds of mil- 
lions of dollars cf reserves and surplus accumulated for participating 
policyholders and in which evils and perils arising out of such con- 
trol had so aroused the public that the committee and its investiga- 
tion had resulted. The purchase of this stock at a price involving 
about $3,000,000, though it couid never pay more than $3,500 per 
annum in dividends, the atterapted semi-mutualization which was 
necessarily abortive, 30 far as vesting the control went. and the plac- 
ing of the majority of the stock ia the hands of trustees of the high- 
est repute, under an appointmert, however, limited to five years as 
required by statute, had emphasized the need for a provision for 
mutualization. 

Since then, there have been two more transfers oi the majority 
of the stock of this company, each time at an advance in price, equal 
to interest on the original consiceration. Stability of management 
has so far been maintained by continuing the holding and voting 
trust from five-year period to ive-year period. But there has never 
been mutualization although steps were at one time taken, looking 
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toward it. That this should be the case will require consideration; 
but such is postponed until later in this paper because there are many 
other matters which can, to better edvantage, be,dealt with, first. . 
In passing, however, it is well to say that two mutualizations have 
taken place under the statute and that in an adjoining state a third 
has taken place, a court of equity passing upon it in Heu of the super- 
intendent of insurance and also creating and supervising the proce- 
dure as provided bv a special statute, all of which will be considered 
later in this paper. 

Mutualization of a life insurance company was not unknown in 
the United States prior to fhe enactment of the New York law. Its 
earliest appearance in the United States was in Massachusetts 
where the excellent, established mutual life companies, now and for 
a long time controlled and owned exclusively by policyholders, 
originally had guaranty capital, ultimately redeemed out of policy- 
holders’ surplus pursuant to charter provisions. This was also true 
of the National Life Insurance Company of Vermont, and of a few 
other companies in other states. 

The laws of Massachusetts, however, now provide neither for 
the organization of new mutual companies, with guaranty capital, 
nor for the mutualization of stock companies, for the organization 
of which provision is made in the statutes. In 1906, of the eastern 
states, only New Jersey provided for the organization of mutual 
companies by means of redeemable guaranty carpital—an anachro- 
nistic survival in the statctes, not actually used for twenty years 
past; but there was no provision for mutualizing a stock company. 

In New York, as in Massachusetts, it had been impossible for 
fifty years to incorporate a mutual life insurance company at all, 
i.e., whether with guaranty capital or without. This was true, not- 
withstanding that in both states mutual companies were the leaders 
and their success indisputably complete. 

This anomaly has a history which sheds light upon the whole 
subject, including the need “or laws permitting mutualization. 

Prior to 1835, what life insurance there was in the United States, 
was purveyed either by ultra-venturesome and not very sound 
British companies or by the Massachusetts State Hospital Life 
Insurance Company (a stock corporation using its profits in part to 
maintain a hospital), the New York Life Insurance and Trust Com- 
pany, the Girard Annuity and Trust Company of Philadelphia and 
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two or three other similar companies which supplied life insurance 
at very high rates, as a ‘“‘side-ins.”” 

‘These concerns did so litle life insurance business that in 1835 
one of them successfully opposed the chartering of a new stock com- 
pany in New York upon the ground, based upon its experience, that 
there was not enough business to divide. Similar throttling was 
resorted to in other states. 

But a mutual movement got under way, perhaps because its 
potentialities were underrated, in 1835 in Massachusetts by the in- 
corporation with guaranty capitel of the New England Mutual Life 
Insurance Company—which, however, was unable to get under real 
headway for several years—and in 1842 in New York by the organi- 
zation of the Mutual Life Insurance Company, without capital 
stock but with a good volume ot insurance on which the first pre- 
miums had been paid. These two companies, together with the 
Connecticut Mutual, the Mutual Benefit of New Jersey, the Penn 
Mutual of Philadelphia and the New York Life (also mutual), all of 
which were organized within fiftaen years, soon demonstrated the 
success of mutual life insurance and indeed drove the stock com- 
panies named above out of the “ield. 

They thereupon (excepting in New Jersey as stated) brought 
about the prohibition of the organization of mutual companies, 
whether with or without guaranty capital. Not fearing stock com- 
pany competition, they consented to statutes permitting such in- 
corporation, but without provision for redeeming the capital stock 
and for mutualization. 

In 1906, in addition to the section permitting mutualization 
which is set forth in the opening of this paper, Senator Armstrong 
introduced, and the legislature 2nacted, a provision for incorporat- 
ing mutual companies with gusraaty capital. This, however, has 
been wholly without result, as I myself warned the committee in 
that it would be, in case the limitat-on on total expense were adopted 
because a new company could not in its first years so confine its 
overhead expense. Certain of the committee and its advisers were , 
so bent, however, upon heightening the public impression (which 
was otherwise well-founded) that ezonomy was to be enforced, that 
it was insisted that the limitation tpon total expenses of companies 
doing a participating business, now contained in Section 97 of the 
New York Insurance Law, be imposed. This provision really places 
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no restriction whatever upon & company with an established partici- 
pating business, being far higher than the most wasteful manage- 
ment would dare to go. It was, moreover, at once relaxed upon the 
earnest and even eager initiative of tha superintendent of insurance, 
by an amendment to relieve the company at the only time that it 
would have imposed some slight measure of special economy, viz: 
upon the Metropolitan Life Insurance Company when, by mutuali- 
zation, it passed from a non-participating to a participating busi- 
ness. It merely renders the establishment of new mutual com- 
panies just as impcssible in New York since 1906, as before, be- 
cause, though now their incorporation is permitted by law, they 
cannot possibly keep total expenses, including home office expenses, 
down to this limit in their earlier years. 

This has no reference to the limizations on cost of new business 
in the same section, which do—or at least should and would in all 
cases if not evaded in any way—affect old and new companies alike 
and afford fair canons for justifiable expenditure for new business, 
whether by an old company or a new company. These standards, 
it is now generally recognized, are genuinely useful and their imposi- 
tion has been one of the most important reforms introduced by the 
Armstrong legislation. But the limitation on total expense remains 
the same as at the outset and, moreover, has, as stated, been 
promptly mitigated the very first time it might have enforced even 
the least measure of economy. 

By the time tke Equitable Life Assurance Society was organized 
in 1859, the door wes closed, locked and sealed against the incorpo- 
ration in New Yorz of a mutual life Insurance company, not because 
such had not been successful, but because they had—and so were 
powerful. These companies nad dictated what the law should be. 

The founders cf the new company, Henry B. Hyde, cashier of 
the Mutual Life Insurance Compary, and his father, Boston agent 
of the same company, purpos2d and wished to create a mutual com- 
pany. It was of euch a company that the elder Hyde, together with 
one Johnson (another agent, wno went into the western wilderness 
and in the absence of stifling rezulatory statutes founded the 
Northwestern Mutual Life Insurance Company, purely mutual, in a 
small Wisconsin town, in 1857, two years before the Equitable) 
talked together during their ever-memorable sojourn in Scoharie 
County in the Catskills, from which they emerged, each eager to set 
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on foot a new mutual company. It was also a mutual name which 
the Hydes chose, “Society,” not “Company”; and in the litera- 
ture put out to secure stock subscriptions, assurances were given 
that the policyholders would receive all the profits—the 7 per 
cent dividend on stock barely representing interest in those days. 
The charter so provided, also, and so provides to this day, to the 
great embarrassment of persons who would figure out a way to make 
the shares valuable, either by enlarging dividends or even on a 
winding-up basis, for either way all surplus appears to securely 
belong to policyholders. 

Undoubtedly Mr. Hyde, fils, originally looked forward to having 
this stock retired some time, legislative authority being secured; but 
by the time the Equitable became one of the “big three” in control 
of life insurance legislation in New York and he could easily have 
secured such a law, the feeling of security ana personal power. and 

’ well-being which accompanied having “the control of the Equi- 
table” locked up in his own safety-vault box, put this thought out 
of his head. Anything at all definite concerning having this stock 
redeemed never came to light, accordingly, until the persons sup- 
posed to represent the estate of the late J. Pierpont Morgan inti- 
mated that such might be don2; but by this tirne it represented an 
investment, not of $50,000, but of nearly $3,000,000, and yet was 
costing dividends of only $3,500 a year, which rendered the problem 
somewhat difficult. i 

Of that problem and of its attempted solution, more hereafter. 
Before entering upon any consideration of what has taken place 
since the law of 1906 was enacted, it is desirable briefly to relate some 
of the things re mutualization which had taken place prior to that 
time and the difficulties encountered. 

The Massachusetts companies and the National Life of Ver- 
mont, from their organization, mutual though with guaranty capital, 
slowly emerged as purely mutual by redeeming the stock; in some 
the process was long delayed and a little bit of stock ownership, a few 
thousands literally, hung on as a useless appendage, but ultimately 
this was sloughed off. The charters made provision for it. 

In Connecticut, however, one such company, with a mutual 
name but with capital stock, found it no such easy matter. The 
holders of the majority of the stock, for a liberal consideration, sold 
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out to parties just then completing the wreck, at a profit to them- 
selves, of a Philadelphia company. 

Now Hartford had gone through thet experience once already, 
i.e., had had such men buy the control of a life company in that city 
and proceed to wreck it; and Hartford was then, as now, an insur- 
ance center, proud of its many sound, well-conducted companies, 
and jealous of its reputation. Therefore, the great insurance in-, 
terests there supported certain officers and directors of the company 
in question, in obtaining a law providing far the retirement of the 
stock of this company at a figure not bayond its fair value. This 
was done by aathorizing the company to buy its own shares. ‘No 
small part of the credit for conceiving and carrving through this 
difficult and tnprecedented program, which has resulted in the 
Phoenix Mutual Life Insurance Compary becoming and continuing 
one of the best mutual companies in the country, is due to the in- 
tegrity and determination of tke present president of that company, : 
then a young man ard serving in a responsible, but not controlling, 
capacity. 

Under the New York Law of 1906, authorizing and providing 
for mutualization, two stock companies have been mutualized, the 
Metropolitan Life Insurance Compeny and the Home Life Insur- 
ance Company, both of New York City. During the same period, 
one other company, zhe Prudential Insuranze Company, of Newark, 
N. J., has also become mutual, under a special enabling act, by in- 
voking the aic of a court of chancery. l 

The Metropolitan Life Insurance Company was incorporated 
in 1866. For more ban a decade, through the most perilous period 
in American Kfe insurance history, its outlook for permanence was 
precarious. About 1880, it undertook to establish an industrial life 
insurance business, the Prudential of Newark having broken the 
ground in a small way and the Prudential of London having scored 
a great success in Great Britain. j 

In doing this, the company availzd itself of skilled field men, 
fresh from this work in Great Britain; and, when under the pressure 
of net level premium valuation, then rigidly enforced by insurance 
departments, its surplus rapidly fell away, the company also im- 
ported the London company’s actuary. By his assistance, reason- 
able concessions regarding reserves were secured which, while 
making ampk prov-sion, did not require more than could be accumu- 
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lated. Thus fostered, the company built up a big and profitable 
business, enabling the payment of good cash dividends and also the 
increase of the capital from $5C0,000 to $2,000,000 by the declara- 
tion of stock dividends, upon which, by an amendment to the charter, 
dividends were limited to 7 per cent per annum. 

The death of the president in the early nineties placed upon 
the present president, who had been his coadjutor from the start, 
sole responsibility for the management. The charter was amended, 
so as to give policyholders a vote, but with the provision that the 
majority of the directors should be persons holding, or representing, 
the owners of a majority of the stock. The company ceased en- 
tirely to issue participating policies, so that all, or nearly all, its 
accumulated surplus technically “belonged” to its stockholders— 
though the fact that dividends ən “non-participating’’ industrial 
policies were paid and were really held out as payable might affect 
this. 

It is the general understanding that the management, after the 
death of the first president, did not itself hold a majority of the stock; 
and from time to time there were rumors of a majority being offered 
for sale by others. These rumors ceased in 1914 and were suc- 
ceeded by a rumor that the holders had adjusted matters with 
persons interested in the management. 

The mutualization followed. It opened with a resolution of 
the Board of Directors adopted on November 6, 1914, setting forth 
that the company was possessed of surplus to policyholders (includ- 
ing capital) “amounting to over $40,000,000” and providing for 
submission, as required by statute, to meetings of stockholders and 
of policyholders of a plan to retire the stock, par value $2,000,000, 
by paying in redemption of the same the sum of $6,000,000. 

The stockholders at a meeting held on December 4, 1914, 
approved the plan by unanimous vote, 75,960 shares (of $25 each) 
voting out of 80,000. 

A notice, embracing a full and clear statement of what was 
proposed, was sent each policyholder together with a proxy blank 
(white) instructing to vote for the p_an and another (pink) instruct- 
ing to vote against the plan. The meeting of policyholders was held 
on December 28, 1914, and resulted in 59,552 votes for the mutuali- 
zation and 2,074 against it. 
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On January 4, 1915, the chief examiner of life insurance com- 
panies for the insurance department of the state of New York made 
a report upon the condition of the company as of December 31, 1914, 
based upon his examination, showing resources o? $496,872,915.32 
and surplus (exclusive of capital) of $33,294,660.01. The same day 
the superintendent of insurance, proceeding upon the papers sub- 
mitted, including this revort, approved the mutualization which was 
immediately carriec into effect. 

The company parted, from a purely financial viewpoint, with 
$6,000,900 in order to be released frem paying $140,000 per annum 
in dividends; or, assuming investments representing the $2,000,000 
of capital yielded 5 per cent, 7.¢., $100,000, a bonus of $4,000,000 
was paid to get rid of paying in dividends $40,000 per annum addi- 
tional, out of earnings of other funds. 

But such is a very incomplete and partial view of the matter. 
This was still a stcck corporation. If there was a doubt that all, or 
nearly all, the surplus “belonged” so the stockkolders, there could 
be little doubt that courts would hold that much of it did; “much” 
might easily mean $4,000,000 or more out of more than $33,000,000. 
Indeed, it could nardly mean less. The limitation of dividends 
might, or mizht not, be-valid; it also might, or might not, prevent 
capitalization of surplus. The conzinuation of policyholders voting 
might also te questicnable, if contested on behalf of holders of a 
majority of the stock: and permanence and stability of manage- 
ment might be jeopardized by a change of ownership of a majority 
of the shares. With upwards of. $450,000,000 of policyholders’ re- 
serves at stake, these considerations should not be lost sight of. The 
management had, by these means, the best at hand, sought to guard 
those interests; only mutualization could effectually and perma- 
nently do so. 

Except as regards the majority of the shares, taken off the mar- 
ket by arrengement, the management was not over-heavily inter- 
ested in the stock; and as regards that block of stock, no suspicion 
is ontertainad that the management enjoyed a substantial “rake-off”’ 
and it is known thas “three for one” or thereabout is what it was 
earlier rumored that this block could be bought at. Neither, taking 
into account tke risks which were great, were the returns on the 
original investment excessive, for capital embarked in so successful 
and profiteble en enterprise. 
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When the mutualization section was added to the insurance 
law, the purpose was to enable stockholders and policyholders to 
strike a bargain and that such bargain should be utilized to redeem 
the stock unless the superintendent of insurance should see some 
serious and corclusive reasor to withhold his consent; certainly 
no such reason here appears. 

The Home Life Insurance Company was incorporated in 1860. 
Its capital stock was $125,000 and its surplus to policyholders (in- 
clusive of capital) December 31, 1915, $2,013,455. By its charter 
stockholders were limited to dividends of 12 per cent per annum 
and the remainder of the proñts belonged to participating policy- 
holders. The company issued participating policies only, though 
it had afew non-participating policies, issued before 1907, in force. 

The first step toward mutualization was taken on April 17, 
1916, when the Board of Directors adopted a resolution setting forth 
the facts and submitting to meetings of stockholders and of policy- 
holders a plan to mutualize by paying $450 for each $100 share or 
$562,500 in all for the $125,000 par value. 

At a meeting, held on May 4, 1916, of the stockholders, 1,024 
shares out of 1,250 being represented, holders of 409 shares being 
present in person and holders of 615 shares being represented by 
proxy, the proposed mutualization was unanimously approved. 

A meeting of policyholders was called for May 25, 1916, the 
notice fully setting forth the condition of the company, the terms of 
the proposed redemption of stock and the reasons why the manage- 
ment deemed it advisable. Blank proxies “for” or “against” were 
sent to each policyholder. At the meeting 6,666 votes were cast, 
only six in person, 6,118 in favor of mutualization and 548 against. 

On May 26, 1916, the chief examiner of life insurance companies 
made a report to the superintendent of insurance of the state of New 
York, as a result of his examination of the company, showing it to be 
possessed of $32,183,296.20 assets and $2,026,601.78 surplus (includ- 
ing capital); upon which report and the other papers submitted, the 
superintendent approved the muzualization and it was carried into 
effect. 

Considered purely as a financial matter, this mutualization 
might also be questioned; for the dividends to which stockholders 
were limited were only $15,000 pez annum or 23 per cent on the re- 
demption price of $562,500; but, again, there is the desirability of 
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getting rid of a useless and at some future time possibly pernicious 
stock interest and there is the consideration tha} even this is 
surely not an extravagant return for the risk the stockholders took 
in establishing the company and in bringing it to its present con- 
dition of security and earnings. 

In any event, the intention of the legislature was to permit the 
stockholders and the policyholders to contract wiih reference to 
retirement of the stock, subject only to a veto by the superintendent 
if it were clearly not in the interest of policyholders; and such could 
not be said of this transaction. 

‘The mutualization of the Prudential Insurance Company was 
effected under a special statute of the state of New Jersey providing 
for approval by a majority of the policyholders voting at a meeting 
called for the purpose and for the price being’ fixed by commis- 
sioners appointed by the chancellor. Instead af redemption, the 
mutualization could be effected by purchasing at least a majority of 
the shares and as many more as were offered at the price fixed by the 
commissioners; such shares could, so long as others were still out- 
standing, be treated as in force, thus leaving the policyholders in 
control of the company through their ability to vote the shares. 
This was accomplished by having trustees hold and vote the shares 
for the policyholders or rather for the company on behalf of the 
policyholders. 

The Prudential, when mutualization was arranged for, had 
$2,000,000 capital stock and surplus of about $23,600,000. It had 
paid dividends of 10 per cent for several years and 20 per cent 
in 1913. Its cash dividends were not limited by law, but it could 
not increase its capital stock and so could not give dividends: in 
stock. 

The commissioners found the shares of $50 par value to be 
worth $455 each. This was arrived at by compuzing that $12,988,- 
953.26 was clearly stockholders’ earned surplus, that $5,000,000 
fairly represented their interest in other as yet unrealized earnings 
and $185,155.63 the actual increas2 in market values accruing to the 
date of valuation. This makes $18,174,108.89. At $455 per $50 
share, the commissioners allowed $18,200,000. 

A special meeting of the stockholders was called for October 7, 
1914, at which 30,889 shares were represented and were voted. It 
was ungnimously resolved to authorize the company to purchase 
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such shares as were offered, at the price fixed by the commissioners. 
A special meeting of policyholders was also called for the same day, 
upon notice to each policyholder accompanied by blank proxies “for” 
and “against” the plan, at which 941,005 policyholders were repre- 
sented of whom 940,797 voted for it and 208 against it. 

These proceedings and the whole transaction were finally ap- 
proved by the chancellor, aftar a hearing, on December 22, 1914. 

Ti is obvious that a higher price was allowed for the stock in this 
case than in either of the other cases, the proof taken by the com- 
missioners resulting in a much larger proportionate figure being 
fixed as the value of the stock, viz.: nine and one-tenth times the par 
value, a8 against three times the par value in the case of the Metro- 
politan and four and one-half times the par value in the case of the 
Home. Cash dividends were not limited, however, as in both the 
other companies; and market values also had been trom four to as 
high as eight times the par value, actual sales, and the controlling 
interest had brought several years before six times the par value. 

It may be doubted, however, that under the New York law so 

high a price would have been secured; for policyholders must have 
been greatly influenced by the findings of the commissioners, ap- 
proved by the chancellor, regarding the value of the stock. In the 
absence of such, they might heve driven a harder bargain, especially 
if the insurance commissioner gave support to their view of the 
matter. - 
The earnings of the company were so extraordinary that its 
vice-president and actuary wes able to testify at the final hearing 
that about 40 per cent of the entire redemption price of the stock 
was recouped by the addition to surplus during the year in which the 
matter was brought to a conclusion. - 

This completes all the mugualizations that have taken place 
under such statutory authorization. One other in New York was 
mooted, viz.: the mutualization of the Equitable Life Assurance 
Society. The suggestion was brought forward after the death of the 
late J. Pierpont Morgan, who was owner of the majority of the com- 
pany’s stock. These holdings represented a cost of nearly $3,000,- 
000 for a bare majority of the stock, t.e., a price of $600 per $100 
share or sixty times the par value. 

The company possessed surplus, however, of nearly $80,000,- 
000, of which about $10,000,000 was so-called “general” or unas- 
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signed surplus. Dividends to stockholders are limited to 7 per 
cent per annum—7.e., $3,500 on the $50,000 of capital which an in- 
vestment of $3,000,000 represented. Moreover, zhe charter quite 
definitely bestows all other earnings upon policyholders. 

The suggestion seemed not to meet favor and was dropped. 
This stock was afterwards transferred at some advance in price to 
Colonel T. Coleman Dupont, the present owner. 

From a financial standpoint, to pay out, say, $6,000,000 to re- 
deem $100,000 of stock which is paying only $7,000 a year in divi- 
dends and apparently never to be entitled to more, seems unjusti- 
fiable. But three men so shrewd as Thomas F. Ryan, J. Pierpont 
Morgan and T. Coleman Dupont, have in turn paid the same price, 
or virtually so for a controlling interest; and another man, not less 
shrewd, the late E. H. Harriman, offered to take the stock from Mr. 
Ryan’s hands or, if that were not acceptable, to share equally in its 
cost and ownership. 

There is little doubt that the great disproportion of the price at 
which the stock would be offered in the proposed mutualization and 
its par value dr its value based on dividend return was the cause of 
the subsidence of the movement to mutualize this company. It is 
notorious that the superintendent of insurance could not see how it 
could be justified. - : 

Yet unquestionably the immediate purpose in enacting the 
- mutualization law was to enable the stockholders and the policy- 
holders of the Equitable Life Assurance Society, then desirous of 
‘making it a mutual company, to retire the stock upon reasonable 
terms which would be acceptable to both sides. 

Why the law, though opening the door to other mutualizations, 
has not succeeded in making this feasible, deserves careful considera- 
tion to the end that, if practicablg, a way be found to enable that 
company to free itself of its utterly inconsiderable stock interest. 

The reason why mutualization of the Equitable, or at least the 
acquisition of control by its policyholders, has not been accom- 
plished, is this: While you and I and everybody know that the 
majority of the stock of a corporation is worth more, share by share, 
than shares not so embraced, provided you want to control its man- 
agement, policyholders, superintendents of insurance and members 
of the legislature, all only while serving in such capacities, must not 
be assumed to know this. 
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Not to know it did nob make so very much difference in the 
Metropolitan or Home—though, in both cases, a price was allowed, 
at least equal to prices known to have been paid or offered for the 
majority of the stock—because only from three to four and one-half 
times the par value was allowed. In the Prudential, where nine and 
one-tenth times the par value was allowed, undoubtedly minority 
holders received two or three times what their stock could have been 
sold for. In the Equitable, however, the difference is enormously 
greater; three times would be a large value on an earnings basis 
while about sixty times has been paid or offered withia ten years by 
shrewdest financiers for the majority holding, which carries con- 
trol. Were the deal to go through, therefore, in the same way as 
the retirement of capital in the Metropolitan or Home, as provided 
in the present New York law, not only would sixty times, t.e., about 
$3,006,000, be paid for tae mejority shares needed to give the policy- 
holders control, but also sixty times, t.e., just under $3,000,000 more, 
for shares not needed for that purpose, redemption of which would 
only save $3,500 in dividends. 

To what does this point? To abandonment of the idea of 
mutualizing the company, to consenting to the payment of a vast 
sum to persons who do not hold the control in order to get control 
or to the advisability of amending the law so that the policyholders 
may authorize the purchase of the majority of the shéres to be held 
by trustees and voted as the policyholders may direct, the price for 
such stock to be as determined by the agreement between the holders 
and the policyholders? 

A precedent, in principle, for the last-mentioned would be 
found in the action of the Connecticut legislature re the mutualiza- 
tion of the Phoenix Mutual Life Insurance Company, under which 
the shares purchased were held by the insurance commissioner, act- 
ing as trustee, from 1889 to 1393 when, all the shares having been 
purchased, the trustee turned them over to the company and they 
were retired; the act of the New Jersey legislature authorizing the 
purchase of its stock by the Prudential is also a precedent. To be 
sure, both of these contemplated paying the same price per share to 
each holder presenting his stock for purchase; but such is not an 
essential, sine qua non element of such a law and, in cases of a tre- 
mendously high value attaching zo the control, a departure in this 
regard might be made. ` 
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Unpleasant references to the probable motives of those who 
pay so much fo- control are not uncommon. Originally—t.e., be- 
fore 1906—it was supposed that the purpose was ‘usually to secure 
_ control of the investing power in order to buy up control of other 
enterprises; sinze than, it is thought, that object is unattainable, so 
closely does the statute restrict investments by New York life in- 
surance comparies. Mr. Ryan asserted that he bought to prevent 
further demorafization of the stock and bond market; it was made 
public later that Mr. Morgan procured the transfer to him on the 
ground that he would feel easier if the control were with his firm. 
But, whatever the purpose of paying such a price for control and, 
indeed, yet the more if the purpose were or could be evil, there cer- 
tainly appears to be gocd reason why policyholders might wish to 
secure the complete and permanent mutuality of the management 
of the company at an aggregate cost but one-sixth as great as in the 
Prudential, inssead of depending upon the owner of the control con- 
tinuing indefin-tely (and in good faith) to trustee his shares, which 
arrangement expires, unless renewed, every five years. 


CONSERVATION OF LIFE BY LIFE INSURANCE 
COMPANIES 


By Lun E. FRANKEL, Pa.D., 
Third Vice-President, Metropolitan Life Insurance Company. 


Writing in the Philosophical Transactions for March, 1693, on 
“Some Further Consideration of the Breslaw Bills of Mortality” 
from which he derived his classic mortality table, Halley states: 


Besides the uses mentioned in my former, it may perhaps not be an unac- 
ceptable thing to infer from the same Table, how unjustly we repine at the short- 
ness of our lives, and think ourselves wronged if we attain not Old Age; whereas 
it appears hereby, that the one-half of those that are bern are dead in Seventeen 
years time, 1238 being in that time reduced to 616. So that instead of murmur- 
ing at what we call an untimely Death, we ought with Patience and unconcern 
to submit to that Dissolution which ig the necessary Condition of our penshable 
Materials, and of our nice and frail Structure and Composition; And to account 
it as a Blesaing that we have survivec, perhaps by many Years, that Period of 
Life, whereat the one-half of the whole Race of Mankind does not/arrive.} 


Halley’s views reflected these of his contemporaries. It was 
still the age of superstition and ignorance. The fatalism which 
assumed that the laws of desth were immutable still maintained. 
It is not difficult to understand how at a time when the plague 
was supposed to be due to the poisoning of wells, and when con- 
tagious diseases as such were practically unknown and unrecog- 
nized, that Halley should advocate a philosophy of submission to 
a decree which he believed to be unchangeable. 

It is a far cry from this vie, 70 the motto of the New York City 
Department of Health which states that “within natural limitations 
a community can determine its own death rate.” The difference 
in these attitudes expresses the difference between the conception 
of life insurance in Halley’s day and the modern attitude with 
respect to the lengthening of human life. What we are striving for 
today is the fulfillment of Professor Fisher’s belief that the average 
length of life may be extended fifteen years by control of preventa- 
ble diseases. 

1 Journal of the Insivute of Aciuariez, Vol. 18, p. 263. 

Tr 
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The modern conception of life irsurance has added the new 
function of life extension. Whether this assumption of a new func- 
tion is primarily based upon the utilitarian desire to reduce premi- 
ums is immaterial. Every effort, it is true, is being made by 
insurance carriers to offer policies at the most attractive rates. 
Competition between insurance companies requires this. It may 
be that incidently life insurance companies have realized the desira- 
bility of making active propaganda in the direction of life extension. 
In the long run such activity must have the impcrtant result of 
cheapening the cost of insurance. Whether the motives which 
inspire such activities are utilitarian or humanitarian, from the 
standpoint of the public, they are of equal value anc importance. 

’ The history of life insurance with respect to life conservation 

may be divided into three periods. In the first we find the almost 
negative attitude of Halley in which there is the denial of the possi- 
bility of amending the presumably fixed laws of mortality. This 
attitude is followed by a later one, which may be called the “ pas- 
sive age.” 

It was during this period that life insurance companies consid- 
ered the payment of indemnity as their sole function, accepting 
mortality tables based upon existing mortality rates. Life insur- 
ance companies made their premiums to accord with these rates. 
Certainly in the earlier days of life insurance there seems to be no 
evidence that the insurance-companies endeavored to lower pre- 
miums through a reduction of mortality. 

It may be urged that the medical examination instituted by 
life insurance companies in itself is evidence of the thought that 
cost to policyholders would be reduced through the selection of 
risk. There can be little Goubt that in the main this is true. 
Through the careful medical examination of the applicant for 
insurance it is possible to exclude individuals of high occupational 
and other hazard. It is doubtful, however, whether this particular 
attitude of the companies was instigated by any desire or thought 
of extending the lives of the insured. 

The third period in life insurance history, which may be very 
aptly called the ‘‘positive period,” has its inception in the discov- 
eries of preventive medicine and in particular of the nature of: pre- 
ventable diseases. 3 

Koch’s discovery of the tubercle bacillus was the beginning of 
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a series of important medical researches into the bacterial causes of 
disease. The practical application of these studies have had a most 
appreciable effect upon the death rate. It has only been within 
comparatively recent years that the machinery of life insurance 
companies has been availed of to coéperate with other agencies 
engaged in the eradication of preventable disease. The desira- 
bility of such codperation should not require elucidation. What- 
ever assistance can be given by the insurance company to improve 
conditions of policyholders and to make them live longer must be 
of vital importance both to policyholders and to the company. 

To fully appreciate the attitude of the life insurance com- 
panies one must understand the underlying functions of insurance. 
Primarily insurance as originally conceived was a codperative uader- 
taking to furnish reimbursement for losses occasioned by distinct 
hazards. In its essence and in its earlier development, it performed 
only one function, viz., indemnity or coverage for the existing risk. 
The premiums were based on the risk as found. Losses were paid 
as they occurred, with the right reserved by the insurance carrier 
to determine whether its findings or losses agreed with those of the 
claimant. To do this it established its own machinery for inspec- 
tion and control. Life insurance is a classic example of this view. 
Similarly, fire insurance rates were based on past experience. The 
premiums took no note of the possible reduction in the fire hazard. 

In its later development insurance assumed the secondary 
function of reducing losses by a reduction of the hazard. In fire 
insurance the carrier required the installation of sprinkler systems, 
etc. Accident insurance carriers required the installation of safety 
devices. It should be noted as of vital importance that the fuac- 
tion of the inspection bureau differed essentially from the function 
of the bureau which adjusted claims. The one endeavored to pre- 
vent loss; the other secured the carrier against imposition and 
fraud. The prevention or reduction of hazard was an advantage 
both to the insured and to the carrier. 

The question may be asked is a life insurance company an 
effective agency for carrying on a life conservation program? What 
has been said in the previous paragraph indicates the possibilities 
of the mechanism which constitutes a life insurance company. It 
is immaterial whether such a company be stock or mutual. Funda- 
mentally there is a contractual relationship between the company 
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and its policyholders. Of more importance, however, is the idea 
that whether the insurance carrier is a profit-making or a mutual 
undertaking in the last analysis it is a great codperative movement. 
Whatever is for the benefit of the company must necessarily be for 
the benefit of its policyholders. If life extension can benefit the 
company by obtaining for it longer periods of premium payments, 
inversely its value is demonstrated by the increase in the length of 
life of its members. It is no exaggeration to say that rarely has a 
family been indemnified by the cash payments of an insurance 
company for the loss of its wage-earner. In other words each year 
of added life to the important wage-earning member of the family 
is of greater advantage to the family than the payment of a death 
claim. 
The opportunities of the insurance company in developing 
health propaganda are manifold. There are many points of con- 
tact between the company and the insured. The agent meets the 
policyholder at the time that the application is taken and frequently 
at later intervals for the collection of premiums, etz. There is the 
intimate contact of the insured wita the medical examiner. The 
company meets the policyholder again when it sends out renewal 
notices. In many companies annual statements are sent to the 
policyholders whica gives opportunity for approach. Finally there 
is the payment of che death claim which again brings the company 
in touch with the family of tha insured. In the industrial com- 
panies, which collect premiums on a weekly basis, these points of 
contact are multipied. Hach weekly visit of the agent to the homes 
of the insured gives opportunity, if the company desires, for carry- 
ing on a campaign of personal instzuction. It is only fitting that 
this should be so since in the industrial classes there is a greater 
need for such instruction as the mortality in this group is higher 
than among more favored classes. ` 
There are still other points of contact. Most of the companies 
have actuarial and statistical bureaus. The material which reaches 
these bureaus daily has unlimited possibilities for research. It is 
these bureaus which have the opportunity of studying changes in 
mortality and to study the hazard of occupation, sex and age. As 
social laboratories they occupy themselves with the influence of 
climate and locality. on disease and mortslizy. Furthermore 
through coöperation of these various statistical and actuarial bureaus 
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there is the opportunity of obteining data regarding thousands of 
experiences which are a joint cortribution of the various companies. 
In this way medico-actuarial studies, which have been made in the 
recent past, give mortality averages which probably more clearly 
represent the truth than could be obtained from the experience of 
any individual company. 

The studies made in the past in this direction have demon- 
strated quite clearly the general improvement in mortality which 
has taken place. A joint committee of certain companies is now 
engaged in the construction of a new mortality table which will 
more closely reflect the true mortality conditions of today than is 
the case with the so-called American experience table, the one most 
generally in use. This table was constructed by Sheppard Homans 
between 1858 and 1863. At that time it was supposed to be a 
fairly conservative table for use by insurance companies in deter- 
mining their premiums. Todsy nearly all companies have an 
actual mortality considerab-y lower than the one given in the 
American table. There has beea a constant reduction in the death 
rate since 1870, due, of course, tc many outside factors such as better 
water and milk supply, better health administration, the recognition 
of infectious diseases and the installation of methods for their con- 
trol. The table below gives the actual to expected mortality cost of 
twenty companies and brings out rather clearly the need for a 
revision of insurance mortalisy tables: 


PERCENTAGE or AcruaL TO Exrecrer Net Mortauiry Cost, 20 Luapive Lira 
Insurance COMPANIES oF UNITED Starns, 1916 


Percentage of 
Name of company Expected Actual actual to ex- 
mortalty cost net mortslizy pected mortality 

Total 20 companies.............. 148,368,609 100,721,600 67 89 
Metropolitan.. .............. 0. 10,878,751 6,905,883 63.48 
Prudential ....... sane 0... 6. 10,130,186 6,628,815 65.44 
New York Life............ 0. 6. 24,550,100 18,025,291 73.42 
Mutual Life. ........... s Gree 17,406,560 12,797,219 73.54 
Equitable, New Youk..... 0 .. ... 16,000,581 12,251,340 76.57 
Northwestern Mutual... ....... 14,691,003 8,859,447 60 31 
John Hancock.... anase 22... 3,466,528 2,283,256 65.87 
Mutual Benefit.... ............ 7,630,016 4,301,835 56.37 
Penn Mutual................004- 6,779,505 4,665,351 68.82 


Bankers, Jowa. .......0..0 2s ee eee 6,418,317 4,189,704 65 
Total Ist 10 companies ......... 117,951,547 80,908.171 68.59 
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7 Percentage of 
Name of oompany Expected Actual actual to ox- 
: mortalty cost net mortality pected mortahty ' 

Aetna Life........ - Gentian 4,303,703 3,008,938 71 98 
Unior Central..... 2... 4,142,222 2,647,340 61.49 
Massachusetts Mutual........... 3,814,432 2,625,345 68.83 
Travelers. ... a...n. cee ee eee 3 529,321 2,313,512 65 54 
New England Mutual .... ... . 3,169,849 — 1,961,329 61.88 
Provident Life & Trust.. ........ 2.998,175 1,465,082 48.87 
Connecticut Mutual. .. . .. .. 2.805,007 1,973,980 70.51 
National Life, Vermont. ........ 2.077,409 1,368,495 65 86 
State Mutual, Mass...... ......- 1,909,984 1,270,210 66.51 
Phoenix Mutual.. ....... ...... 1.666,960 1,188,218 71.20 
Total 2nd 10 companies...... .. 30.417,062 19,813,429 65.13 


It should be noted here that tne remarkable improvement in 
mortality which has taken place can only to a very slight extent be 
laid to the door of insurance companies. ‘Notwithstanding the 
remarkable machinery which they have had at their disposal it 
has been only recently that the need of utilizing this machinery 
has been fairly recognized. More and more companies are awak- 
ening to their mission in this matter. If insurance companies are 
to increasingly assume the responsibility for the protection of their 
policyholders, if lize insurance companies are not to be misnomers 
but ere to assure longer life ag well as to insure indsmnity at death, 
it will be well to indicate here the lines along which their activities 
may be developed. 


(1) Am to PUBLIC AGENCIES IN THH DEVELOPMENT OF PUBLIC 
HYGIENE AND SANITATION 


‘a) Surveys. If insurance companies are to help in the great 
health campaign now being developed in the United States they 
must first know the facts. To obtain these surveys are necessary. 
The direction of tkis has been indicated in the classic work of Mes- 
senger, the late actuary of the Travelers Life Insurance Company in 
the survey which he made of a number of southern cities. More 
recently the Metrcpolitan Life Insurance Company has made sick- 
ness surveys in certain communities. Both of these, however, are 
but beginnings. There is no reason why insurance companies 
should not make much more detailed and elabcrate surveys than 
have yet been attempted. No organization can be more interested 
in determining the exact heelth ccnditions in communities than 
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are life insurance companies. It is in these communities that 
their solicitors and canvassers are seeking individuals to whom to 
preach the doctrine of protection. It is of the highest importance 
to the company to know whether health conditions in the commu- 
nity in which it is carrying on its business propaganda contains 
those elements of public health administration which will insure to 
the citizens possibility of long life. 

(b) Assistance to Healih Officers. In the present development 
of health administration in the United States the service which 
insurance companies can give to health officers is inestimable. Un- 
fortunately in too many communities politics still plays a part in the 
administration of health offices. Too many of the officials are in- 
competent and unprepared for the important duties they are to 
perform. In too many communities there is still an utter apathy 
regarding health conditions even where there are efficient men giv- 

-ing all their time and thought to improving sanitation and health. 
It is in these particularly that the agents of the company can teach 
the lesson to citizens of the need of codperating with the health 
authorities. It is in these communities the companies would be 
justified in bringing home by lette., circular, advertisement or other 
means, the need for adequate appropriations to carry on efficiently 
the cities’ health work. The egent of the company can become a 
health missionary. He can cite precept upon precept, statistics 
upon statistics, to prove from she experience oi his own company 
how closely the death claims paid by his company are related to 
health conditions. The needs for hospitals, sanatoria, etc., could 
be accentuated. The removal of pest spots, reforms in the 
water and milk supply, and other improvements which tend to in- 
crease health come within the purview of the company, either through 
its agents or medical examiners. ` 


(2) EDUCATION or POLICYHOLDERS IN PERSONAL HYGIENE AND 
SANITATION 
(a) Through medical examiners and nurses. 
(b) Through periodic examinations. 
{c) Through agents. 
(d) Through literature. 


(a) Through Medical Examiners and Nurses. It is here where 
the insurance company can exercise its most important function. 
Its relation to its policyholders, as stated above, is a close and inti- 
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mate one. The relationship is fortunately one of mutual confidence 
based upon the be ief that the company is & great codperative organ- 
ization. 

It is not difficult to conceive of the possibility of the physician, 
who examines an applicant for life insurance, doing more than he 
is expected to do at present. At the time of the examination it 
would be quite feasible for him to give instruction to the policy- 
holder along health lines. He could give literature to the prospect 
prepared by the company. He cculd explain either in person or 
through literature especially prepared, the relationship which will 
exist between the prospect and the company in case he obtains a 
policy. He zoulc drive home to the policyholder the need of pro- 
tecting his health. Such protection and preservation means an 
advantage not only for him but for the other men, women and chil- 
dren, who ar2 associated with him in the insurance company. 

The medical examiner, or if not he, then the insurance company, 
could undertake to give instruction to the unfortunates who are 
rejected. Tae number of individuals who yearly apply for insur- 
ance and who are unable to obtain it by reason of ill health is prob- 
ably larger than is generally realized. And yet these individuals 
needed insurance probably more than their brothers who were more 
fortunate. Many probably suffer from impsirments which are 
remediable. A number could prokably be restored to a sufficiently 
good state of heath to warrant the insurance company in accepting 
them as risks. They need instruction and guidance. In too many 
cases today zhis i3 not given. 

I realize that there are many reasons which can be advanced 
by insurance officials regarding the desirability, if not infeasibility, 
of attempting to give information to rejected applicants regarding the 
results of medical examinations. On the other hand no one can 
deny the need for attempting to help this group. I have discussed 
this matter in an earlier paper on another subject.? -I still believe 
that some plan can be devised whereby the rejected applicant, 
through his family physician, could be made acquainted with his 
condition sa that he might undertake a course of treatment in the 
hope of ultimate recovery. The field of the rejected applicant is 
still largely neglected by insurance companies. On the other hand 
no more important service could be rendered by insurance com- 

2“The Interest of Life Insurance Companies in Social Hygiene,” Social 
Hygiene, December, 1914. . 
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panies than this. The value of the physician in the company’s 
health campaign needs no lengthy discussion. It is so cbvious that 
we can pass without further comment. 

There is still another professional agent whose services are prob- 
ably equally important but who until recently has been but little 
recognized. I refer to the trained nurse. No outsider comes into 
as intimate contact with the family as the nurse does. She sees the 
family from every angle. She is apt to meet every member of the 
family. She is called upon to render services to the father as well 
as to the infant. The opportunities for education given to the 
nurse have no bounds. At the time she is carrying out the instruc- 
tions of the physician to effect a cure of her patient she may impart 
lessons in sanitation and hygiene, which in the long run may result 
in the prevention of disease. The use of the nurse by insurance 
companies is stillin its infancy. At present it is confined to one of 
the industrial insurance companies. It is interesting to know, how- 
ever, that only recently one of the fraternal orders in the Middle 
West has arranged for nursing care of its members. 

(b) Through Periodic Examinations. Comparatively few in- 
surance companies have as yet availed themselves of this splendid 
opportunity of education of policyholders. In one large company, 
notwithstanding the offer of a periodic examination made sev- 
eral years ago, only 8 per cent of the policyholders have availed 
themselves of the opportunity. This by no means indicates that 
such an examination ought to be abandoned. Policyholders must 
be educated to appreciate the value of this service. Such educa- 
tion takes time. Many policyholders still harbor an attitude with 
respect to insurance companies, which is one of doubt. Too many 
in the past have been imposed upon by unscrupulous agents. Many 
of them have a vague fear regarding offers which may come to them 
from the companies in which they are insured. It will take time 
until this fear wears off. In addition there is the general fear of 
human beings regarding their own illness. Many prefer to remain 
in a condition of ignorance. A statement recently made by Dr. 
Meltzer of the Rockefeller Institute was to the effect that frequent 
examinations of individuals would breed hypochondriacs. Many, 
who today have the impression that they are quite well, would 
believe that they were ill and continue}to remain ill. All these 
arguments, however, have no bearing upon the fact that in the 
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long run periodic reéxaminations of individuals must result in bene- 
fit. It is the application of the business principle of taking peri- 
odic inventory of stock. The merchant must know the amount 
and kind of stock he has on hand. Such knowledge is a fundamental 
in business. It is the application af this business principle that is 
the basis of pericdic medical examinations. In time it may be 
hoped that with the better education of people in matters relating 
to health, the periodic examinations of all individuals, men, women 
and children, will be as much a part of one’s life as bathing and 
, Cleansing of teeth. In the development of this attitude insurance 
companies can be extremely helpful. When periocic reéxamination 
becomes more common in its application insured people will realize 
what a boon shey are offered by the companies with which they are 
connected. = 

(c) Through Agents. The value of the insurance agent as an 
educator is szill underestimated. The confidential relation which 
he holds to the policyholders is not appreciated. Insurance has 
frequently been spoken of as a profession. The reason for this lies 
in the fact tkat the real insurance agent is more than a salesman. 
He is an advisor to tke insured. The latter is rarely able. to dis- 
tinguish between policies owing to their technical character and in 
most instances he must depend upan the agent to guide him right. 
The real agent who is scrupulous in his approach, who presents to 
the policyholder the things that he needs, performs precisely the 
same function as the lawyer or the physician. IE he has the correct 
assumption of an agent’s duties, confidence between him and his 
policyholder is soon established. With his confidence as a basis 
the agent becomes an instrument of the greatest value to the ingur- 
ance company in carrying on an educational campaign along health 
or other lines. His advice is accepted, the information which he 
has to impart is sought for. The literature which he distributes is 
read; the lessons which this literature teaches are taken to heart 
because it is realized by the policyholder that these lessons are 
taught to him for his cwn good. i 

The agert has still other opportunities. He can take an active 
interest in civic matters, he can become identified with civic organ- 
izations. He may be the man to encourage the “spotless town” 
idea. He skould become the agitator in his community for 
improvement in health conditions. He can be the individual to 
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bring to the notice of his fellow citizens the things they should do 
in encouraging city officials ta develop efficient sanitation and 
hygiene. Opportunities of this kind are given in particular to the 
industrial agent by reason of tha fact that he comes into such fre- 
quent contact with his policyholders. He can be a powerful edu- 
cational medium. If he is acquainted with the conditions in his 
community he can translate these in terms which working people 
will understand. It has been proven beyond peradventure that 
the possibilities of such educational propaganda are limitless. The 
intimate acquaintance which the industrial insurance agent has 
with each member of the family, the approach which he has on a 
_ level of equality with the farcily makes it easy for him to establish 
intimate relations which soon g-ow into those of friendship. It is 
not unusual for him to be cslled on by members of the family in 
time of trouble and as he hes been frequently described, he may 
become the guide, councilor and friend. 

(d) Literature. Year after year valuable literature in health 
conservation is being publiszed by universities, research labora- 
tories, statistical bureaus and other channels of learning. The 
medical press is replete with reports of physicians, bacteriologists, 
embryologists and others on the origin and preservation of life. 
In the main this literature is not available to the ordinary reader 
and if it were he would not be in a position to understand its tech- 
nical nature. The opportunity is given to insurance companies to 
translate this literature for the benefit of its policyholders. Pam- 
phlets describing the simple laws of health, the influence of habits 
.on life, can easily be prepar2d for popular consumption. In fact 
the literature which has grown up within the last few years to 
interpret scientific research in terms of popular thought, is very 
large. Through the many points of contact which insurance 
companies have with their policyholders it is feasible to bring 
this literature to their noticz. Investigation has determined sat- 
isfactorily that the literature is read and that it is preserved. The 
influence of such instruction persistently maintained and covering 
all the facts which enter into the question of human health must in 
the long run have a very merked result. 


(3) RESEARCH 


I have spoken above of zhe possibilities that lie in the actuarial 
and statistical divisions of most insurance companies, Probably no 
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other agencies outside of Governmental Census Bureaus have the 
ability or opportunity of keeping such accurate and careful record 
of the data which reaches them daily. I; may even be said that 
the records of insurance companies rom the standpoint of research 
are even superior to government statistics. The latter must always 
have certain elements of error by reason cf the difficulty in accu- 
tately determining the size of the population. Insurance com- 
panies on the other hand have most carefully recorded data regard- 
ing the number of policyholders and policies in force. Similarly 
the mortality records which are kept are of the best. Under these 
circumstances the insurance companies heve a vast storehouse of 
material for purposes of research which give the fact data so nec- 
essary to determine changes which should be made in health admin- 
istration. Much, however, has already been done in this direction. 
I need only cite the careful studies of Hunter on alcohol, of Hoffman 
on tuberculosis and cancer, of Dublin on mortality in the higher 
age groups, and of Rittenhouse and Fisk on medical reéxamina- 
tions and degenerative diseases to indicata the posstbutsaes which 
lie in the field of insurance companies. 


(4) Loans ror Workinemmn’s Homns 


While statistical information is still Igeking as to the influence 
of proper housing on longevity there seems to be little doubt even 
without this data that evil housing conditions in the long run must 
increase morbidity and mortality. The housing conditions which 
are found in many of our communities and even in rural districts 
call for much study and needed legislation. Much has already 
been accomplished in this direction throuzh associations like the 
National Housing Association whose important duty has been to 
advocate ordinances and laws which shall make for better ventila- 
tion, lighting, ete. In addition opportunity should be and must 
be given to the workman to enable h'm to Lve in decency and com- 
fort. To do this he must be enabled to borrow funds for home 
building purposes under conditions that will noi be arduous and 
that will not require him to make early repayment. These plans 
are not novel and have been worked out to a very considerable 
extent in certain European countries. Basically, the plan calls for 
an instalment mortgage payable in a period of ten to twenty years 
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and with insurance protection so that in case of the death of the 
purchaser his horne will be free and clear of encumbrance. 

Only slightly have insurance companies as yet seen possibilities 
which lie in this direction. It seems only reasonable that the vast 
accumulation of reserves which insurance companies are required 
to put aside under the law for the protection of policyholders and 
which must be invested to prcduce returns, should be applied for 
the direct improvement of the living conditions of those who have 
paid in their savings to make up these funds. It would seem only 
proper that preference in the investment of insurance funds should 
be given to policyholders wko desire to make loans for home 
building purposes. It is assumec, of course, that in making these 
loans the insurance company must be assured of the safety of its 
investments. 

Assuming tkat all which has been indicated above might be 
undertaken by insurance companies the question will arise, would 
such activities produce results in the extension of life? - This ques- 
tion is a difficult one to answer. So many factors enter into the 
question of mortality that an accurate determination of the influ- 
ence of one or more additional factors is almost impossible. Never- 
theless the great reduction in, mortality which has taken place in 
the last few decades must be convincing to anyone that the propa- 
genda which has been made tarough public and private agencies 
must have been instrumental in this splendid decrease in the per- 
centage of deaths. 

There is little data availabla so indicate the results which have 
been produced by activities thus far carried on by life insurance 
companies. I might mention che study of Fisk with respect to 
medical reéxamination. According to Fisk’s statement, impaired 
lives which were found as a result of such examination, and which 
were subsequently advised regard:ng the method of life which they 
should pursue, demonstrated that the actual mortality among this 
group was lower than the expected mortality. Other interesting 
data which may be cited are taken from the nursing service given 
by the Metropolitan Life Insurance Company to its industrial poli- 
cyholders. This service is limited to acute conditions and to service 
at the time of maternity. In the year 1915, 23.9 per cent of the 
total female cases were maternity cases. This is about the ratio of 
maternity cases for several years prior to that date. 
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The company’s mortality experience for the years 1911-1915 
shows that the death rate from diseeses and conditions of the puer- 
peral state, ages 15 to 44 had decreased 10.4 per cent and between 
1914 and 1915 8.8 per cent. During practically the same period 
(1910 to 1914" the death rate from the same causes in the Registra- 
tion Area had remained practically stationary, if it had not some- 
what increased. This leads to the belief.that the influence of the 
nursing service materially affected mortality from the above causes. 

The company’s mortalityfrom typhoid fever, another one of the 
diseases to which particular attention has been given by the nursing 
service was 19.3 per one hundred thousand for white lives in 1911 


and 13.6 per aundred thousand in 1914, showing a decrease of 29.5  ° 


per cent. In the Registration Area between 1910 and 1913 there 
was a reduction of 26.3 per cans or 3.2 per cent less than the com- 
pany’s experience. , 

In the group of infectious diseases of children such as measles, 
scarlet fever, whooping-cough and diphtheria there has been a re- 
duction in the cornpany’s experience of 18.2 pez cent in the three 
years, 1911 td 1914. In practically the same period (1910-1913) 
the Registration Area rate showed a reduction of only 11.1. The 
company’s tozal white mortality experience showed a rate for 1915, 
34.8 per cent below that of 1894. Between the years 1911 and 
1915, the years in which the company’s activities along lifs conser- 
vation lines kave been most actively deyeloped there was a decline 
in the mortality of whites of 10.2 per cent. 

As stated above it is impossible to' determine to what extent 
the systematic attempt to conserve lives of policyholders has influ- 
enced the company’s mortality. In view of the fact, however, that 
in certain respects this mortality has decreased more rapidly than 
in the population of the Registration Area, it is probably not exag- 
gerating to assume that the effcrts that have been made have influ- 
enced the mortality reduction. 


Tue FUTURE., 


In just what directions human life conservation in the future . 
will be develaped by life insurance companies is problematic. Much 
will depend upon the course which will be followed by public health 
agencies. In many of its phases, particularly in the one of infec- 
tious diseases, the preservation of health is essentially a public 
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function. The control of disease in many of its aspects assumes the 
right of the police power, This cannot be and probably should not 
be entrusted to private agencies. For the present the insurance 
companies can be the pioneers in pointing the way. It is already 
evident that improvements in many communities are due to the 
activities of the life insurance companies. That the service which 
the latter are rendering can be more thoroughly organized and more 
highly developed than at present, there can be no question. It is 
particularly desirable that instead of initiative on the part of indi- 
vidual companies there should be more concerted action among 
life insurance companies. If there were one great centralized health 
movement carried on jointly by all the life insurance interests in the 
United States, a power would be developed for health betterment 
which would be invincible. Such a centralized bureau would have 
behind it all the accumulated funds of the insurance companies of 
which the investment of even a small percentage in life conserva- 
tion would bring astonishing results. Such an investment used 
primarily for the education of policyholders would develop an army 
of health advocates which no legislature could withstand. With 
this army instructed and prepared for a campaign which shall spell 
elimination of preventable disease, communities that are lagging 
and backward would be compelled to realize their deficiencies and 
take an advanced step in health matters. 


GROUP INSURANCE 
By Ratpo BAENASD TROUSDALE, 
The Equitable Life Assurance Society. 


Progress in the domain of life insurance has been regular and 
constant. Esch year has witnessed the bringing forth of new 
policy forms, zranting greater and greater privileges to the insured. 
At the same time, greater efficiency and economy in the home offices 
and the field Lave resulted in increased earnings and greater savings 
which have been immediately reflected in premium refunds to 
policyholders, so that the net outlay of the individual insurer for a 
fixed unit of Efe insurance has steadily grown smaller. While the 
general progr2ss of the life insurance companies has been little 
short of marvelous, heretofore it has been exclusively in this one 
direction. AI of the companies maintained agency forces of skilled 
and experienc2d men, whose business it was to seek new and addi- 
tional business, but they had nothing to offer that could make a 
direct appeal to a large percentage of the people: The great masses 
of small wage-earners were only rarely patrons of the standard life 
insurance companies. Life insurance was expensive, from their 
standpoint, ard its benefits seemed to be limited to those who were 
able to pay the price. Many were unable to secure insurance 
because of inebility to meet the recuired standerd of the medical 
examination. The families of the great majority of wage-earners 
were to a great degree without the protection of life insurance, 
- except possibly to the extent of small industrial policies, which with 
their small weekly premiums and relatively high cost, rarely 
amounted to much more than a funeral benefit. Real life insurance 
protection for those of very small means was apparently beyond 
reach, $ ! 


An ĪM?ORTANT ADVANCE IN INSURANCE PRACTICE 


Group insurance, which is practically life insurance at whole- 

sale, has remedied this state of affairs. Its introduction marked the 

“greatest advance in the life insurance institution, sincefits estab- 

lishment. It placed life insurance within the grasp of those whose 
p2 
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need for it, if not greatest, was vary great, and who hitherto had 
been unable to enjoy its benefits. It reached all classes, from the 
highest to the lowest. It provided for those usually considered be- 
yond the insurable age, and for those of the impaired class. It in- 
cluded the heedless'and the indifferent, not a large class, fortunately, 
reaching them for the first time and protecting their dependents. 

Group insurance is essentialy an employer-employe mutual 
benefit proposition. It is a plan under which all employes of one 
employer may have their lives msured for substantial, but not large 
amounts. A medical examination is not required where the group 
includes more than one hundred individual lives. On smaller 
groups, a medical examination is required but the examination is 
not nearly as rigid as ‘in the case of individual applicants. Groups, 
to be acceptable, must measure up to certain life insurance standards. 
There must be rothing in the nature of the employment that is 
dangerous or likely to be injurious to health. If employed within 
doors, as in the case of a clerical or factory group, the group must 
not be exposed to any undue fire or catastrophe hazard, and must be 
housed in sanitary surroundings. Drinking water, not exposed to 
contamination, must be availabe. The group, considered as a 
whole, must be composed of a desirable class of risks. It may 
include individuals who are not of themselves good risks, because 
of age, physical condition, occupstion, or other reasons, provision 
having been made for the inclusicn of what usually proves to be a 
amall percentage of uninsurable and sub-standard risks, which 
balanced against a high percentage of standard risks results in a 
safely insurable risk. 

The group plan contemplates, that the entire cost of carrying 
the insurance, which is very low, shall be borne by the employer. 
Partly for this reason, and parzly for others that will be described 
later the group policy ceases to cperate as to the individual upon 
the termination of his relations with his employer, whether volun- 
tarily or otherwise, and his insurance therefore terminates. The 
group policy may, at the option of the employer, contain a provision 
to the effect that such an employe shall have the right to apply 
directly to the life insurance company, within thirty-one days after 
the termination of his insurance under the group, for a policy on 
any standard form issued to individuals, and for an amount not 
greater than that for which he was formerly insured, and obtain it 
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without medical examination, upon paying the premium rate at his 
attained age. At first glance, this may seem to be a4 valuable 
privilege to extend to the individual, but it grants nothing that is 
not available to the general pubiic, with the exception that it avoids 
the usual requirement of the medical examination. Since those 
insured under group policies are to a great extent unable to pay 
standard rates, this provision would be of no value in the great 
majority of cases. Including it in the group policy gives no real 
advantage, and omitting it brings about no hardship. 

Group insurance is in no way intended to take the place of other 
forms of life insurance that.are or may be carried. On the con- 
trary it frequently is the means of bringing about additional in- 
dividual business to the companies, having had’ the effect of arousing 
thought on the subject, perhepe for the first time. In many cases, 
the group insurance will be the family’s only protection. In others, 
it will be but a valuable addition to policies already carried. In- 
vestigation has shown that nearly all beneficiaries under group 
policies have beer. otherwise unprovided for, and in but compari- 
tively few inssances has there been other insurance. 


Tsar Unit ror Group Insurance 


The most satisfactory urit for group insurance has been found 
to be the year’s salary with a maximum of $3,000 to any individual. 
This is a natural and not an azbitrary selection. Is takes automatic 
account of all changes in the pay rall in the way of increases or de- 
creases, and there is no discrimination between individuals other 
than that wh:ch already naturally exists. All employes are insured 
according to a standard already ir existence which is familiar to 
them. Under this arrangement piece and time workers are included 
for an amount that may be assumed to be about that which they 
will earn during tke ensuing year, or for the amount actually earned 
during the preceding year. Asit may be arranged to have the death 
benefit paid to a beneficiary in twelve equal monthlv instalments, the 
effect is to continue the beneficiary on the same income basis on 
which she hes alrzady been astablished. An employer once criti- 
cised this arrangement because it had the effect of placing a new 
employe on the seme insurance basis as an old ore where both re- 
ceived the same salary, but it was pointed out tc him that this is 
really not an objection at all. The salary received by an employe 
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is based not only on the quality and character of his service, but 
upon length of service as well. When a new employe is engaged at 
the same salary as that paid to an old employe, it is a fair assump- 
tion that the new employe is a moze valuable one. 

A group policy may be issued for a fixed unit such as $500 or 
$1,000 to each individual. Such an arbitrary selection places all 
employes on an equal footing, end is in a sense discriminatory. 
Where the unit is as small as $5C€0, there is frequently a provision 
for an increage of $100 for each year of service until a fixed maximum 
has been reached. Past service may or may not be taken into ac- 
count. 

Employers generally seem to be agreed that when group in- 
surance is first adopted every employe on the pay roll should be 
included. New employes usually are not included until after a 
short term of service, which may run variously from three months 
up to a year, according to conditions. This arrangement excludes 
the transient and casual worker, and is looked upon as a reward to 
the persistent. 


Masta THE Cost 


It has been stated that the cast of group insurance is extremely 
low. Before the exact rate for a specific group can be quoted, 
certain factors must be known. Group insurance, as in the case 
of individual insurance, is based upon ages and amounts. ‘To secure 
an exact rate, the employer must furnish a list of employes, with the 
date of birth of each, and the amount of insurance each is to have. 
For preliminary purposes, and before the foregoing information is 
available, the rate is usually quoted as one dollar per month for 
each thousand dollars of insurance. On a percentage basis, this 
would amount to a premium of one and two-tenths per cent on the 
total amount of insurance. An employer granting five hundred 
dollars insurance to each of ‘his employes would be incurring an 
outlay of fifty cents monthly on each individual. Where the pay 
roll is to be used as the basis of ca_culation, and the unit is to be the 
year’s salary, as the limit is usually fixed at three thousand dollars 
on any individual, the prospective cost would be determined in the 
following manner. From the total of the annual pay roll would be 
deducted tho excess of all salaries above three thousand dollars. 
From the remainder, which woulc be the total amount at risk, the 
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percentage at the rate of one and two-tenths would be calculated, 
and this would giva the rate for the entire year. Divided by twelve 
this would give the monthly rate. The foregoing figures may 
reasonably be regerded as the maximum. The actual outlay is sel- 
domsolarge. Oftan itis very much less. 

In a canvass for group insurance, the employer invariably in- 
quires why he should be expected to pay for the insurance. He 
recognizes it at once as beinz a splendid propcsition for the em- 
ploye, but he does not see what he is to realize from it. Before this 
question can be answered, it is nacessary to consider the existence of 
certain tendencies, in the industrial world which group insurance is 
designed to counteract. 

The arrival of very large corporations and combinations of 
corporations, with the consequent introduction of efficiency methods, 
completely revolutionized nearly every department of business. 
The individual wcrker ceased to come into direct contact with his 
employer, with whom it was not possible for him to have any ac- 
quaintance. The intimacy existing formerly in emaller concerns, 
could no longer exist, and personal relations were at an end. This 
opened the way to misundersiandings and disagreements. The 
worker began to measure the velue of his job by the only standard 
that existed, the pay envelope. Naturally enough, the employer’s 
hold on him grew to be very slight. The work to be performed was 
often purely mechanical, anc without especial interest, and there 
was no particular reason why. so lorg as he was obliged to work, he 
should be with one concern rather than another. Finding other 
employment nearer his home, or offered slightly higher pay else- 
where, he accepted it. A row witk a foreman frequently brought 
about the termination of his services; often the cause was mere 
restlessness. Whatever the causes, large concerns employing many 
workers found themselves obliged to maintain expensive employ- 
ment departments, not for the purpcse of engaging additional hands, 
but often for the sole purpose of replacing departing employes with 
whom no fault had been found, and who might easily have been re- 
tained, and whom it would have been extremely desirable to retain. 


Toe Loss m Lasor Turn-Ovee 


This has been the common experience of all classes of employ- 
ers, but until recently it has basen regarded as a necessary evil, about 
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which there was nothing to be done. It simply had to be endured. 
With the ever increasing cost of labor and materials, the problem 
reached overwhelming proportions, and it was admitted that some- 
thing had to be done. It was discovered that every departing em- 
ploye caused a distinct and heavy loss. New hands required in- 
struction, and while earning very little or nothing. themselves, were 
taking up the valuable time of taeir instructors. Machines as a 
result were idle, or partially so. Material was wasted, seconds were 
produced, the output was appreciably curtailed. Efficiency and 
economy required that the industrial forces be converted into 
permanent fixtures of the institusion, but the question was, how 
could it be brought about? In tke effort to accomplish this result 
industrial welfare work had its ceginning. 

Wages are fixed to a great =egree by the market for labor, and 
by what others in the same line are paying. So long as he may re- 
ceive the same rate of wage from any employer who desires his 
services, there is ro controlling -28son why a worker should connect 
himself with one concern rather than another. Where the wage is 
the only concern, the spectacle of the highest possible pay being 
demanded for the smallest possible amount of labor, is not un- 
familiar. The employer discovered that his first step must be to 
create a bond of sympathy between himself and his employe, that 
would result in benefit to both. To ascertain the means of bringing 
this about was a great problem, but it has been sclved, as a result of 
many experiments. There may now be said to be a complete pro- 
gram of welfare work, which waen properly applied, has begun to 
accomplish its intended purpose. 


WELFARE WORK 


Welfare work is supposed in many quarters to apply exclu- 
sively to charitable enterprises. In the sense in which it is here 
employed, it is in no way allied co anything of a charitable nature. 
In the industrial and business world, welfare work concerns it- 
self among other things, with benefiting the wage earner and his 
dependents through the total or partial elimination of certain 
hazards, to which all persons who depend on their earnings for their 
livelihoods, are unavoidably exposed. These hazards, enumerated 
in the order of their importance, are lack of employment, loss of 
income to dependents through death, loss of income, through dis- 
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ability, and dependent old ags. The welfare program naturally 
has nothing to offer against lack of employment. It begins with 
the man who has a job. 

The maa with a job, any kind of a job, is well off, compared 
with the mar who has no job at all. Next to the job, the amount of 


the wage is important. An employer who does not pay a fair wage - 


to his employes, need expect no return from welfare work, and any 
money expended in that direction will be wasted. Following the 
size of the wage in importance is some provision for its continuance 
to dependents when death has taken the wage earner. Here the 
loss is total and complete. Group insurance will provide the 
necessary indemnity. The suczeeding provisions should be for 
indemnity fcr disability, for time lcst through accident or ill health, 
which, at its worst is but a temporary and partial loss, involving 
perhaps, privation and discomfort, but not a complete loss, for the 
worker is alive, and is still en asset to his family. Dependent old 
age is provided for through pension funds, now being generally 
established. 

That workers and their families place a valuation on group 
insurance that is herein claimed for it is no longer open to argument, 
It bas been amply demonstrated by experience. It brings‘ relief 
to the employe, relieving his mind of care for the future of his de- 
pendents, and creates a strong tord of sympatay between him and 
his employer. It goes further and reaches into the home. It re- 
moves dreac of the future from the mind of the wife, and arouses her 
interest in the employer. It provides for her ard for her children 
to an extent often undreamed of. Does any one doubt the intense 
interest of women in life insurance? The tremendous business of 
the industrial compgnies has been built up on this interest, for 
nearly all industrial policies are sold to women, paid for week by 
week for wamen, and are kept in force for the small amount of pro- 
tection they have to offer to dependent women and children. With 
the group policy in effect, the worker and his family have a direct 
and personel interest in the employer that they never had before. 
The man stays on his job, and group insurance has accomplished 
its purpose. Such a result could not be brought about by the direct 
expenditure in any other way, of the same trifling amount of money 
that is expended upon each incividual under the group plan. An 
increase in the pay check of one dollar a month could hardly be de- 
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pended upon to produce muzh in the way of appreciation. It 
would be more likely to arouse resentment. The same amount can 
not be used to purchase any otber real benefit for a worker. But 
it will purchase a substantial amcunt of real life insurance, and used 
in this way, is an investment in good will which produces results out 
of all proportion to its cost. In a sense, there is no cost, for em- 
ployers without exception have found that it pays for itself in 
greater efficiency, and increased loyalty, which have their effect, on 
production. 

Group insurance is not offered as a panacea for all industrial 
ills. It is a powerful aid in solving many of the pressing present 
day industrial problems, through the good feeling that it engenders, 
and the actual advantages that it confers. In large concerns, these 
advantages are constantly apparent. Deaths frequently are numer- 
ous, and it takes very little time for the information to spread that 
a beneficiary has received her check at the office, for, while the check 
is made payable directly to the beneficiary by the life insurance 
company, it is usually sent to the 2mployer for delivery. 


Some EXPERIÐNOES WITH Group Insurance 


Some years sgo, when group insurance had first been introduced, 
and was all but unknown, brief mention of it in a newspaper at- 
tracted the attention of a foreman in a great manufacturing es- 
tablishment, in which were emp!oyed many thousands of people. 
This foreman was a forceful and progressive individual, and at the 
head of a department that included about eight hundred hands, all 
under his direction. He had found that in his own department 
about three hundred changes were taking place annually, for which 
there were no apparent reasons He had caleulated that every 
change was costing his employer about twenty-four dollars. In a 
vague way, he had put forth some effort to ascertain why so many 
changes took place, but could give no apparent reason, other than the 
restlessness of the average employe. He knew that his department 
was not operated economically, and he was very anxious to make it 
both economical and efficient, but he was at s loss as to the steps 
that should be taken. He had placed the matter before his em- 
ployer, and there it had remainad_ with every promise of remaining. 
As stated, this foreman’s attention had been attracted to a brief 
newspaper notice about group insurance. The notice did not men- 
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tion the company that issued it, but gave the name of a concern 
that had adoptedit. The foreman wrote for information, and event- 
ually got intc communication with the insurance company, giving 
his home address, and not revealing the name of his concern. For 
seven months he investigated group insurance. He asked for and 
received a liss of the few concerns that had at that time taken it 
up, and wrote to them al. He interested his fellow foremen, and 
the superintendents, then the officers of the concern, and finally 
went to the ofice of the president, where, backed up by all his asso- 
ciates, he stated his case. The result was complete success, and 
the group insurance became effective. This group policy bas now 
been in force for five years, and has produced results. 

| 2 A manufacturer who had for some years been extending certain 
benefits to his employes, but ic a desultory way and without any 
very definite object in v-ew, had come to the conclusion that he was 
wasting his money. He had adopted a profit sharing plan, and 
once a year distributed a large sum of money to his workers. He 
had received no benefis in return. His men had become accus- 
tomed to the disiributioa, which took. place at a stated time, 
and looked upon it simply as a deferred portion of their pay. 
He had opened an elaborate lunch room, which was main- 
tained at considerable loss, and had found that sh2 men would not 
patronize it slthough a first class “uncheon was obtainable at an 
extremely low cost. Ee had organized clubs waich were rarely 
attended, anc had a baseball team which aroused interest of a kind 
that brought no return. He paid good wages, and as far as possible, 
tried to employ only steady, married men. He had a sincere in- 
terest in the well-being of his‘emploves, and was anxious to improve 
their conditicn. He hed gone to the extent of trying to become 
personally acquainted with every one of his employes, and explain- 
ing to him the advanteges of taking his pay envelope home, un- 
opened. In a dim way he recognized that the wife was a factor 
that had to be taken into account. With many he had succeeded. 
The great majority of his employes did take their pay envelopes 
home unopened. But nothing was accomplished. Changes in his 
factory were as numerous as in many others. An employment de- 
partment that was overworked, was finally charged with the re- 
sponsibility of learning tke reason jor its own existence; in other 
words it was orderad to ascertain from each departing employe, why 
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he was departing. ‘The result was very unsatisfactory. The em- 
ployer had finally decided that hə was face to face with a problem 
that had no solution. Group insurance was brought to his atten- 
tion, and attracted him immediately. He adopted it, being the 
first one in his line to do so. Ee advertised that he had adopted it. 
His employment department told of it, when the new employe was 
engaged. It was the solution of his difficulties, for after six months’ 
experience he found that he had attracted many of the best workers 
in the trade. 

The experiences of employers might be related without end, but 
in many instances would be of the same generel character, varying 
only in detail. The following account gives the viewpoint of the 
employe. The concern was one o? the most prominent in the coun- 
try, having not only a national, but an international reputation. 
Its product was recognized as incomparably the best. In age, it 
was venerable, for this country, ard its management and ownership 
were still vested in the family tha; had founded it. The employes, 
numbering perhaps fourteen hundred, had to a great extent, grown 
up with the concern, and includad fathers, sons, grandsons, and 
greatgrandsons. There was nothing impersonal as to the relations 
between employer and employe. They were distinctly personal. 
One of the owners was the head of the manufacturing department. 
Another was the head of the officeforce. Most of the employes were 
known by their given names. The factories were in a somewhat 
isolated section, and many of tae employes lived in a model town 
that had been established by the company, and to a great extent 
were owners of their own homes. A school, kindergarten, library 
and hospital were maintained by the company. Wages were the 
highest in the trade. Disability benefits were allowed in cases of 
ill health or accident. In good tirnes or bad, employes were never 
discharged, unless for serious cause. It was a rare occurrence for 
an employe to leave voluntarily. Conditions probably could have 
been no batter anywhere. 

The employes of this concern, maintained at their own expense, 
a benevolent sociezy, for the purpose of paying the funeral expenses 
of a deceased member. The assessments had steadily increased to a 
point where they were regarded as unbearable. Medical examina- 
tions, at their own expense, were then required from new members; . 
still the assessments increased. The association, like many similar 
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associations found itself bankrupt. Its claims cculd not be paid for 
two years aftar they matured. 

The head of this association, seeking some means of continuing 
the insurance of the members, learned of group insurance. He 
proposed that the association be taken over under the group plan. 
The matter was brought to the attention of the ernployer, with the 
suggestion that he adopt the group plan, as a giit to the employes, 
but he felt that this was inadvisable, in view of what he wag already 
doing for them. Negotiations were continued with the association. 
The proposition ss submitted to the men contained no provision 
for the continuance of she insurance on an individual basis by any 
one who severed his connectior. with the group. The eventual re- 
sult was that the employes, in a mass meeting, vcted not to accept 
the proposition, on the grounds that, as many of the men were im- 
paired risks, and cthers beyond the insurable age, the group proposi- 
tion, once accepted, would make it impossible for any of them to seek 
other employment, and would maze a strike out of the question. 
This from tha employes of a concern that had never known a strike. 
A resolution had been passed embodying the reasons for declining 
the group proposition end this resolution was submitted to the em- 
ployer. The group policy was accepted by him, for double the 
amount that had been under consideration by the men themselves. 
The association was thereupon discolved, and a vote of thanks was 
passed to ths employer. Some months later the employer decided 
to pay a casi bonus, equal to cne month’s wages, to every employe 
in his establishment. Ugon the arnouncement being made, & com- 
mittee of employes was appointed to wait on him to ascertain if this 
meant the discontinuarce of the insurance; and if 30, to request that 
the bonus ke noi. paid and the insurance continued. They were 
of course informed that the insurance was to be continued. 

Group insursnce was first put on the market in the early part of 
1911. The company thet originated it made little effort to push 
the business. Experience was lacking, and it wes safer to feel the 
way cautiously. Restzictive laws placed a limit on the total amount 
of business that might de secured by a company in any one year, and 
the limit, waich -ncluced tha emount that might be written on the 
group plan, was to be easily acbtained. The group business began 
to grow. Mewspapers began to report concerns that had insured 
under the new plan. One employer would tell another. Letters 
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of inquiry began to reach the offices of the insurance companies, for 
other companies had begun to issue group insurance. Without any 
particular effort, the group plan had become widely known. 
Recognizing the advantages to the masses in group insurance, laws 
were enacted, providing that group insurance should no longer be 
considered as a part of the business that was included within the 
legal limit. 


$ POPULARITY OF GROUP INSURANCE 


The experienced life insurance agent is not unaccustomed to 
opposition. In fact, he thrives on it, and if he fails to encounter it, 
he suffers from the lurking suspicion that he must be soliciting one 
who knows himself to be uninsurable. To his never ending wonder- 
ment, hə encounters no opposition in soliciting group insurance. 
Only the employer is solicited, and his attitude unvaryingly has 
been one of open-mindedness end interrogation. Procrastination 
and delay are met with because of the desire to investigate and 
verify, kut there is always the expressed willingness to act when 
finally convinced. 

Group insurance has received a great deal of attention from the 
daily press, in the form of news items of concerns that have adopted 
it for their employes, but there has so far been very little editorial 
comment on the subject. Trede journals have discussed it at 
great length, usually at a time when some house connected with their 
trade had issued the announcement of its adoption. The following 
editorial is from one of the leading music trade journals, end appeared 
after such an anncuncement: 


The decision of the distinguished house of Steinway to take out a largs amount 
of insurance for its employes, is significant of the disposition of prominent em- 
ployers to go beyond the actual paying of wages in an effort to promcte the welfare, 
and algo to do something to secure provision for the future. of their employes. 

Such efforts have provoked from lebor, and especially irom labor leaders, the 
charge that this is an admission, on the part of employers, that they do not pay 
sufficient wages, and that it would be better for them to take the money which 
is paid out in the shape of insurance premiums, or for libraries or hospitals, or for 
sick funds for their employes, and pay 1t out in the shape of increased wages. 

This argument i£ a poor one. Wages must always be more or less regulated 
by the market, and tke competition of others engaged in tke same line of busines. 

Where, however, a concern by long years of effort, the possession of superior 
manufacturing facilities and able business management, bas won a high position 
in the industrial or ccmmercial world, 1t 18 apt to enjoy a superior prosperity, and 
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when, out of that superior prosperity, it takes a certain percentage, and devotes it 
to improving the condition of its waze earners, it should at least, be credited with 
a desire to be more than just to those who have contributad to its prosperity. 

The insurance taken out by the Stemways, we understand, covers about 
thirteen hundred emp“oyes, and means an aggregate protection of nearly two-thirds 
of a million. . . . . Thenttitude of the house is shown by the fact that in 
each certificate appeers a statement to the effect that the Board of Directors of 
Steinway & Sons has ordered that it is given in acknowledgement and apprecia- 
tion of loyalty and ccntinued service and cooperation thas tand to the continued 
success of the business. . . . . Incidantally we may say that we believe in 
the long record of years, there have been fewer labor disturbances in the Stemway 
factories than in almost any cther industrial concern of equal age, distinction and 
prominence. 


Tae PLAN EXPLAINED 


. The plan of group insurance is founded upon the “yearly 

renewable policy,” with specially calculated premium rates, which are 
payable monthly, and which ere based upon the attained age of 
each individual and increase annually. Policies issued on the 
yearly renewable plan to individuals have always proved disap- 
pointing, as the cost advances with advancing years, and the plan 
is really valuable for only temporery purposes when covering but 
a single life. But for group purposes, the opposite is the case, 
and it is the only plan that is adaptable to all the requirements of an 
all inclusive plan. Under tke yearly renewable plan, the premium 
charged for each age provides only for the expected number of 
deaths and the operating exvense Zor the ensuing year. This per- 
mits of an extremely low premium rate because a reserve fund is not 
maintained, not being required to level the cost, and there is no ex- 
pense involved in the care of investments, there being practically 
no funds to invest. Medical exemination fees are avoided, to- 
gether with the great expense af elaborate individual policies. 
Commissions to agents are unusually low, and in many cases none 
have to be paid, as the business is frequently secured by the home 
offices directly. As but one premium is collected monthly on an 
entire group, the cost of collection is infinitesimal The very econ- 
omy of this arrangement makes is necessary to terminate the in- 
surance of the irdividual in the group, upon the severance of his 
. relations with his employer. It is manifestly impossible to deal 
with him upon an individual basis without enormously increasing 
the expense of doing business, and the group premium rate has not 
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been calculated with the possibility of having this additional expense 
charged uponit. Even if it were possible, an employer would be op- 
posed to continuing in his group one who was no longer directly con- 
nected with it. This provision must not be understood to operate 
against any employe who is temporarily removed from the pay roll 
because of accident or ill health, or against one whois temporarily laid 
off for any reason, but who is expected to return to his work. Cases 
of this character are regarded merely as suspended employes whose 
insurance may be continued by the employer. Permanently dis- 
abled employes may also be continued in the grcup, and the amounts 
for which they are insured will be paid upon death. Moreover, 
the overhead expense of the group business is very low, requiring 
but a small office force to care for a very large business. This is 
due largely to the simplicity of the accounting, only changes in 
groups being considered, such as deaths, terminations, and the ad- 
dition of new lives. 

While the premium rate of the individual in the group will 
advance from year to year, experience has shown that the group pre- 
mium, the amount paid month by month by the employer, and which 
is the total of the combined individual rates, will not advance for 
some years, but on the contrary will show a steaiy decline. This de- 
cline has been found, in participating plans, to be due to older em- 
ployes dropping out and being replaced by younger lives on whom a 
smaller amount of insurance will depend, and through increased 
refunds or dividends made possible by lowered expense as the busi- 
ness expands. The decline in cost has been in many cases both in 
the cost per thousand and the cost per individual. I: is possible of 
course with a small group, as in a bank, that there would be no 
changes during 2 policy year, and as a natural consequence at the 
end of the year, each individual in the group being one year older, 
the rate would advance slightly. In most cases it is fair to assume 
that the initial rate will be practically stationary, and without 
marked increase or decrease. 


Forms AND Kinps or Po.icrms 


The group policy, of which but one is issued to a group, and 
which is retained by the employer, is a blanket form, usually without 
conditions other than the payment of the premium. It must be 
accompanied by either a register or card index, recording the names 
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of the individuals covered, the respective amounts for which they 
are insured, names of beneficiaries, amount of individual premium, 
and other necessary information. Where the card index is used, 
upon death or termination of service the appropriate card is re- 
moved form zhe index ard the company notified. A new card is 
furnished upon the addition of a new life. Appropriate forms are 
supplied the employer for use when changes occur. While there is 
but one policy, individual certificates are issued to each employe 
in which are named ths beneficiary, and the amount payable at 
death, the certificate also reciting the conditions under which it 
will remain effective. ‘These conditions are that the employer shall 
continue to pey tha requirsd premiums, and that tae employe shall 
remain in his service. 

Some companies ixclide in their group certificates what is 
known as a disability clause. It provides for tae waiving of any 
further payment of premium by the employer on account of an em- 
ploye who has become permanently and totally disabled; and for 
the payment to such totell7 disabled employe, beginning six months 
after the occurrence of tha disability, of five per cent of the face 
amount of his zertificate, the payments to continue for twenty years, 
or until prior death. A> death it provides for the payment to the 
beneficiary of any difference existing between the amount called for 
in the certificete, and the amount a-ready collected under the dis- 
ability clause. This provision is of doubtful velue. The pay- 
ments under most group certificates would be pitifully small, too 
small to be of any real valus, except in the sense that anything is 
better than nothing. And 4mallas they may be, the payments are 
deducted from the death claim. 4 

Group policies are issued uncer two general plans, known as the 
participating, and the non-participating. Under the participating 
plan, the group policy includes a table of premium rates that is not , 
subject to revision. It provides for a cash refund to the employer 
at the end of each policy year, which refund repres2nts the difference 
between the gross amount paid by the employer, and the actual 
amount it has cost the company to carry the risk. Group insurance, 
under the participating plan, is sold at actual cost, based upon the 
company’s experience as a whale. Its experierce with any one 
group is not 2onsidered. Terminations in and additions to the 
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group are taken into account at the end of each month, and new 
calculations of the premium due are made. 

The non-participating plan, as its name implies, provides for no 
refunds. The premium rate is fixed, and is intended to be sufficiently 
large to cover all contingencies. Any margin remaining at the end 
of the policy year is retained by the company. The initial pre- 
mium rates are somewhat lower than those of the participating com- 
panies, but they lack permanence. The non-participating policies 
provide that at the end of a term of years, if the company deems it 
necessary, the premium rates may be revised. This term may be 
anything from five to nineteen years, varying with the size and im- 
portance of the group. 

Group insurance has now become so widespread that it would 
not be possible tc give here a list of the concerns that have adopted 
it. Toa great extent, such a list would be a repetition of the ordi- 
nary news of the day. It would include concerns engaged in almost 
every branch of human activity, banks and trust companies, manu- 
facturing concerns, stock brokerage houses, department stores, 
insurante companies of all kinds, municipal departments, water, 
gas and electric light companies, and electric ard steam railroads. 
The Union Pacific Railroad is the most prominent patron of group 
insurance, having only recently concluded the largest transaction in 
life insyrance history, insuring thirty-five thousand employes, each 
to the extent of one year’s salary, under a group policy calling for 
about $30,000,000 of insurance. The Studebaker Corporation, 
Montgomery Ward & Company of Chicago, and the B. F. Goodrich 
Rubber Company, have also adopted it for groups numbering 
thousands of employes. 

Statistics as to the actual number of group policies in force, 
the amount of insurance they represent, and the number of lives 
covered are not yet obtainable, but it is known that one company 
during 1916 issued more than $40,000,000 of insurance under this 
plan, which is still far from widely known. That it will become gen- 
erally adopted in the near future is evidenced by the advances 
already made, without advertising, practically without solicita- 
tion. It satisfies a demand that it itself creates, and responds to a 
great hurnan requirement. It is the foundation upon which will 
arise a more complete understanding between employer and em- 
ploye. And when employes are selected with care, and with regard 
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to their adaptability, and placed under foremen and superintendents 
who have some degree of knowledge of the psychology of managing 
and getting along smoothly with their men; when discharges are 
made only for cause, and efter investigation, and then only with the 
approval of superior authority, the employer is likely to discover 
that many of his former difficulties have assumed much smaller 
proportions. 


FRATERNAL INSURANCE IN THE UNITED STATES: 
ITS ORIGIN, DEVELOPMENT, CHARACTER AND 
EXISTING STATUS 


By Waurur S. NICHOLS, 
Editor of the Insurance Monitor and Insurance Law Journal. 


The origin of fraternal insurance must be sought in those social 
and communal instincts of the human family which from remote 
ages have led its members to codperate for their common welfare. 
Fraternal organizations of one kird or another for mutual assistance 
have existed in the various coun:r-es from time immemorial. Under 
the old Roman Empire such societies were so numerous as to call 
for regulation by the state. During medieval times we find them 
in large numbers in the form of organized guilds for sovial, religious, 
and commercial purposes throughout the diferent countries of 
Western Europe. Those of England were the forerunners of the 
numerous friendly societies which succeeded them and whose 
special purpose was the relief of their members in case of sickness 
and the provision of a burial fund in case of death, to which was 
sometimes added a pension on attaining a certain age. It was 
from these British friendly societies that the idea of fraternal in- 
surance was introduced into tte United States at a comparatively 
early date in our history. But intil after the middle of the last 
century no well directed effort wes made to regulate their manage- 
ment in Great Britain. They were usually organized on fallacious 
principles. Contributions were exacted of the members regardless 
of age or condition of health and with no intelligent conception of 
the cost of the benefits which they promised. As a consequence 
their failures were so numerous as to become a national scandal, 
until their proper regulation was undertaken by the British Parlia- 
ment which resulted in a thorcuzh investigation by actuarial ex- 
perts and a scientific determination of the principles on which the 
business must be conducted, and the rates which must be charged 
to secure its safety. Not until 1&75 was legislation procured which 
placed the system of friendly societies in Great Britian on a com- 
paratively sound foundation. The social affiliation between the 
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members of these British societies, Lowever, was in many cases so 
strong as to hold their membership together in spite of their techni- 
cal insolvency until the necessary corrective measures could be 


applied. ’ In fact such social affiliations are the fundamental basis 


on which the successful operations of a genuine friendly society 
must rest. . 

The development of friendly societies—more commonly known 
as fraternal insurance 3ozieties—in America took a somewhat more 
radical form than in Great Britain. With the exception of a few, 
like the Free Ifasons and the Odd Fellows, they generally attached 
less emphasis to the social features and more to the insurance 
feature. The majority of them have directed their chief work to 
granting deata benefits. Sick benefits, when allowed, are usually 
cared for by subordinate local ldédzes.. . 

The development af fraternal insurance in the United States 
has been largely shaped by the same social and economic influences 
which have controlled the development of ordinary life insurance. 
So-called fratarnal societies have been largely utilized in the past 
for the purpcse of furnishing a supposedly cheap form of life in- 
surance with soo little regard for the benevolent features which are 
so essential to its success. The same social and economic condi- 
tions which caused the remarkable development of life insurance 
in the United States during the last half cenzury resulted in 
the great grcwth of fraternal and benevolent associations. The 
rapid growth of cities end the change from an agricultural to an 
industrial population w2re largely responsible for the more recent 
remarkable dzvelopment beth of life insurance and its allied forms 
of benevolent societies. The growth of the lattar was attended 
with the same disregard of sound insurance principles and ignorance 
of the actual cost of the promised benefits as in Great Britain. The 
results were even more disastrous. The spirit of conservatism 
which controled the expansion of life insurance in Great Britain 
was lacking in America. The work of the associations instead of 
being localized withir the limited area of a small island was often 
expanded over a wide territory. 

The greet expansion cf life insurance which took place after 
1860 was attended ty a correspording development of fraternal 
and so-called benevolent societies which simply aimed to provide a 
cheaper form of insurance than was furnished by the regular com- 
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panies. These associations sprang up in great numbers in the 
years following tne sixth decade cf the last century. The ordinary 
business corporations had already been subjected to legal restrictions 
designed to secure their solvensy and proper mangement, but 
fraternal benefit associations, being presumptively of a benevolent 
character, were not subjected to euch restraints. The consequence 
was that, in addition to the genuine fraternal societies, another 
class of associations grew up claiming to be fraternal in their charac- 
ter and conducted on similar lines but usually having no lodge 
system like the true fraternals and none of the social features. 
Such associations were in effect disguised life insurance companies, 
carried on like them for profit and seeking to compete with the 
regular companies by selling life irsurance at rates much lower than 
those which the regular compan:es were forced to charge. This 
they were able to do because they were not compelled to put up the 
legal reserve required of the regular companies. Their contracts in 
consequence could not be carriec out. Their numerous ultimate 
failures became’a notorious scandal. They were popularly known 
as coéperatives or assessment companies, and it was not always easy 
to distinguish them from the genuire fraternal societies which they 
sought to imitate. Both of these classes of institutions, like the 
British friendly societies, were conducted on a scale of rates that 
was wholly inadequate and which at first usually took the form of 
assessments collected from the members to pay death claims as 
they occurred. They were cordtcted for the most part like the 
British societies in ignorance of the true principles of insurance. 
The probability of death and the consequent cost of insurance 
increase with age. It is therefore necessary for the insured person 
either to pay a premium increasing with his age or, if he is to pay a 
uniform level premium, it muss be excessive at the start in order 
to create a fund in the hands of the company from which to make 
good the deficiency in later years. This vital feature was ignored 
by the fraternal and assessment orders until bitter experience com- 
pelled its recogrition. They saw the ordinary life companies, 
which were for the most part also young, charging premiums which 
were enormously in excess of their current death losses and accu- 
mulating year after year a constantly increasing reserve fund while 
their loss rate itself showed no apparent increase. They jumped 
to the conclusion that the reserve fund was a needless exaction 
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from the policyholders and that they could grant insurances at the 
current loss rates of the regular companies. They could not be 
made to see that the companies were still new and their business 
increasing at a rate which kept their average membership young 
notwithstanding the increasing age of individual members. The 
heavy lapse rates of the policies, soo, by weeding out the older 
membership, helped the delusion. That neither the average age. 
of the membership nor the average death rates of the regular 
companies sensibly increased as the years went on was a favorite 
argument of the benevolent orders in defense of their inadequate 
rates and a strong weapon in their competition for business. 
Another favorite argument was the condition of the ordinary 
town and village community whose average ages remained the same 
while the ind=vidual members were continually growing older. The 
births equalled the deaths and so preserved the average. So the 
constant new additions to their membership would keep down their 
average age. Again they could nct be made to understand that, 
unlike the tcwn community, their members all started young to- 
gether and tkeir average ages were bound to increase until an equi- 
librium was reached dependent on the relative rates at which new 
members were secured and the older members were retired through 
lapses and deaths. Before this equilibrium age could be attained 
the societies aad already begun to feel the stress cf their increasing 
death logses, and their members had begun to change their member- 
ship to newer societies which could furnish cheaper insurance. 
Years would often elapse before this stage was reached if the mem- 
bership increased at a rate sufficiently rapid. Meanwhile the society 
would go on in tha blind belief that all was well until the increasing 
death rate geve warning that their rates must be increased. The 
attempt to do this was sure to create dissatisfaction which resulted 
in an increas2d loss of membership and a diminisked supply of new 
members, thus enhancing the trouble which they were seeking to 
escape. The process of dissolution thus started gathered momen- 
tum as it cortinued. The expedierts resorted to to make good this 
growing deficiency, either by increasing the rates or reducing the 
benefits, were generally temporary compromises which merely re- 
lieved the situation for the time, until the growing deficiency again 
called for a rew adjustment and created afresh loss of membership. 
The end came when the burden of carrying the o.d members could 
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no longer be met by rates which had grown too heavy to be borne, 
and members could no longer be secured with the fact staring them 
in the face that they would be compelled to make good from their 
own contributions the deficiencies in the past payments of these 
older members. The ultimate disintegration of the society would 
follow, leaving its members without the protection which they had 
perhaps been contributing for years to secure. 

Such has been the sad history of large numbers of these societies 
in the past, due to their refusal to recognize until too late the ne- 
cessity of an adequate reserve to meet the increasing death losses of 
advancing age, and to their attempt to furnish cheap insurance at 
inadequate rates on the basis of its current cost. In one important 
respect the claims of fraternal insurance to be less costly is correct. 
In the genuine fraternal orders, with their systems of subordinate 
lodges through which their agency work is carried on, expenses 
necessarily involved in the agency system of the ordinary business 
corporations are largely avoided. The members themselves act 
as agents of the society. The societies, on the other hand, lose the 
advantages of the interest earnings on those large invested funds of 
the ordinary companies that so materially reduce the actual cost of 
their insurances. Strenuous efforts were made during the latter 
part of the last century to correct these defects of the system, es- 
pecially by the insurance departments of the various states through 
legislative regulation. But such efforts were frustrated for a long 
time through the opposition of the members themselves, whose 
political influence was strong and many of whom looked on such 
legislation as an attempt by the regular companies to break up the 
system. This opposition gradually weakened as the increasing 
age of the societies compelled them in greater numbers to realize 
the imperative necessity of readjusting their rates on a sound scien- 
tific basis. At last the time became ripe for radical action and a 
convention of the insurance commissioners in the various states 
undertook to frame a bill which would compel these associations to 
graduelly increase their rates and accumulate a reserve which would 
place them on a basis actuarially sound and would subject them like 
the regular companies to the supervision of the various insurance 
departments of the states. Such a bill, known as the Mobile Bill, 
was adopted by a convention of the commissioners meeting in that 
city in 1910, and was recommended for passage to the various state 


114 ‘Toa Annats or THE Asmrican ÅCADEMY 


legislatures. Ib of course encountered strong opposition, especially 
on the part of societies that felt that their deficiencies had grown 
too great to comply with its requirement, and that they would be 
forced to close. But the principles of the bill have gradually been 
adopted until now it has become a law in thirteen of the states. 
The effect has been that not only the societies belonging to those 
states but the larger societies, even though located elsewhere but 
which were doing business in such states, were forced into -com- 
pliance. 

Before this crucia! step Lad been taken by the commissioners, 
the better class of fraternal societies had already realized the ne- 
cessity of a radical change in the system and had organized a Fra- 
ternal Congress in 1886 composed of some forty of their leading 
organizations. This Congress collected the experience of its mem- 
bers and framed a mortality table showing the actual death rate 
among them, and in other ways sought to bring sbout the needed 
reforms. One great difficulty, however, in the application of such 
a table was the wide diversity of the classes from which the mem- 
bers of these sccieties were drawn as well as their diverse financial 
conditions, both of which seriously atfected the ceath rate which 
must be expected. . 

Under the Mobile Law a definite period is allowed during which 
the society must gradually build up an adequate reserve which, like 
that of the old line companies, will make good deficiencies in their 
rates, and place them on a similar basis of commercial solvency. 
The changes in the system exacted by this law are still in process of 
being effected end it is too socn to state with certainty the outcome. 
The very recent experience of the Royal Arcanum, one of the largest 
of these societizs, will illustrate its operation. 

This society was organized in 1877 in Massachusetts and em- 
braces in its membership the best representatives af the fraternal 
orders. Its subordinate councils are scattered throughout all the 
more healthful states and territories. After twenty years of rapid 
growth, it at last reached the stage where radical reform in its 
system was imperative. Its old post mortem system of assess- 
ments at death was discarded for definite annual payments of largely 
increased amount and the creation of a large emergency fund. 
After fifteen years’ experience under its revised plan it finds itself 
unable to meet she requirements of the Mobile Law and is compelled 
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to again practically double its rates in order that the requisite re- 
serve shall be secured within the alloted time, which expires in 1920. 
Of its two hundred and forty thousand members, it is estimated that 
from sixty to a hundred thousand may resign from the order through 
the dissatisfaction which had been created. The hardships and 
disappointments involved in these resignations will be great. But 
the crisis once successfully passed, it is not unreasonable to antici- 
pate that the society may start on a new upward career, and on a 
foundation that will thereafter assure its members of the ultimate 
payment of all its obligations without future changes in its rates or 
modifications of its plan. ; 

The great multiplication of friendly societies in the country 
practically began at the closeof the Civil War. Until about 1888 no 
serious attempt at their regulation by legislation was made. They 
were regarded simply as charitable organizations. Neither the 
legislatures nor the courts were able to distinguish between their 
fraternal and their business features. Even today some of the 
courts and legislatures still incline to the view that they do not 
undertake to furnish indemnity and are therefore merely charitable 
in their nature. But the prevailing more advanced views regard 
them as business corporations obligated like all others to strictly 
carry out their contracts, irrespective of their financial ability. 

The first practical legislation, aimed at their regulation, was 
adopted by the states of Massachusetts and New York in 1888 upon 
the initiation of representatives of the societies themselves. The 
Fraternal Congress, representing the best class of these societies, soon 
after framed a uniform bill for their regulation, which after several 
years of discussion was adopted by several of the states in 1893. 
From this time until 1910 there was friction between the Congress 
and the insurance commissioners over amendments to the bill which 
lacked the elements necessary properly to safeguard the business. 
The efforts of the Congress, imperfect as they were, to place it on a 
securer foundation, were resisted by a confederation of the weaker 
societies, known as the Associated Fraternities, who opposed any 
governmental interference. Because of this opposition no success- 
ful effort to improve the societies’ uniform bill could be made and 
at last the commissioners determined to draft their own measure 
which resulted, as has been said, in their framing the Mobile Bill 
as a joint measure whose passage they could recommend to their 


116 Toe ANNALS OF THE AveRIcAN ACADEMY 


several states. Məanwhile since 1895 the societies’ bill has been’ 
adopted by some twanty states. 

In 1895 the better class of the fraternals began a voluntary 
readjustment of their-raies which soon became the order of the day 
and which was supplemented by framing the Fraternal Congress 
mortality table. These reforms, however, were, as has been said, 
of a compromise character affording a mere temporary relief. The 
aim still was to avoid the accumulation of an adequate reserve and 
to meet their deficiencies by emergency funds supplemented by 
moderate increases in their rates. They depended on their lapses 
and new membership to do the rest. The adoption of the Mobile 
Bill was at first strongly opposed by the fraternal orders and even 
by some of the commissioners themselves as too radical a measure 
with which it would ba impossible for the societies to comply without 
a loss of membership that would be destructive. Another serious 
barrier to the proper increase of rates was the tendency of the-courts 
to treat the undertakings of the societies with their members as 
contracts giving vested rights to the latter and confining any rate 
increase to new members, thus throwing upon the latter the burden 
of making good tke deficiencies. 

A most important decision on this point has just been rendered 
by the United States Supreme Court in the case of Supreme Lodge 
v. Mims.! It is held that where a freternal society has the power to 
alter its contributiors at will it may increase its rates notwith- 
standing a provision in its laws that monthly payments of its mem- 
bers shall continue the same during their membership. This pro- 
vision is not to be regarded as a contract but merely as a regulation 
subject to the possibility thet an increase of rates may be necessary 
in order to pay its benefits. What is more, in this case the provision 
as to payment allowed the society gs an alternative, if the assess- 
ments were inadequate, to reduce the payment accordingly. Never- 
theless, the court declared that adequate payments were essential 
to the life of the corporetion and it was entitled to fall back upon its 
general charter right to amend its laws in order to overcome a pro- 
vision in the laws that the assessments should not be increased. 
It was not compel'ed to resort to tae alternative of reducing the 

Unsurance Law Journal, p. 255. To the same effect is the case of Holt v. 


Supreme Lodge, U. 5. Circuit Court of Appeals, Seventh Circuit, Insurance 
Law Journal, January, 1917. 
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benefit. The society was of the nature of a club which, notwith- 
standing a stipulation in the laws to the contrary at the time of a 
member joining, might under its chartered right increase its rates 
to a figure required to meet the benefits essential to the satisfactory 
performance of its mission. 

This radical departure from the previous prevailing disposition 
of the courts to treat such “imitations of assessments as vested 
contract rights promises to remove one of the great hindrances in 
the way of increasing the retes of old members to an adequate 
figure in order to comply with the requiremerts of the Mobile Law. 
If the doctrine here laid down by the highest court in the land is 
accepted by the various state courts, the most serious obstacle to 
the correction of their rates by the fraternal orders will be removed. 
As the members of the societies have become more enlightened re- 
gardirg the character and requirements of their business, the opposi- 
tion to their proper regulation has gradually diminished. In 1914 
- the Associated Fraternities urited with the Fraternal Congress, and 
the joint organization gave its support to the efforts of the commis- 
sioners to secure adequate government reguiation, which was still 
opposed, however, by a third reactionary orgenization of the weaker 
societ:es known as the Federated Fraternities. Such progress in the 
work of reform had been made by that year that the Mobile Law 
had already been adopted by eleven states, and its amended form, 
known as the New York Conference Bill, by seventeen. 

The leading features of the latter, as expressed in the Insurance 
Law of New York, will show the nature of the requirements now 
made to insure the ultimate soundness of fraternal societies. The 
fraternal society is defined es an organization conducted without 
profit solely for the benefit of its members under the lodge system 
and a representative form of government and paying death or dis- 
ability benefits. It must have a supreme lodge as a governing body 
made up of representatives of the various lozal lodges whose mem- 
bers are admizted by prescribed rules and which hold meetings at 
least monthly. It may issue benefit certificates for a term of years 
as well as for life but may not promise endowments except under 
certain conditions. If its razes have been properly readjusted, the 
society may accept half the payments in cash and charge the balance 
with compound interest azainst the certificate. Only certain 
specified relations may be made beneficiaries and they can take no 
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vested interest. The members may change the beneficiary at will. 
Nor can any beneficiary pay the contributions required of the mem- 
ber. The constitution and laws of the society with the member's 
application constitute the contract of the member and the former 
is subject to change. The society may maintain an emergency 
fund but no individual member shall be entitled to any specific 
share except under certain conditions. If the society is found to be 
maintaining a 4. per cent reserve by the American table, it may 
grant extended and paid-up insurances and withdrawal equities 
not exceeding the reserve. Endowment benefits, and benefits 
payable at seventy, may elso be granted. Certificates must be 
issued to the members speci“ying the amount of benefit and stating 
that it, together with the constitution, laws and spolication, form 
the contract. The society’s laws must state the specific object of 
the payments and what pcttion can be used for expenses. The 
mortuary fund may not be used for this purpose. The Fraternal 
Table at 4 per cent shall be a minimum standard of valuation ex- 
cept where the 3ociesy has ics own experience framed from at least 
twenty thousand lives. If at the valuation at the close of 1917 the 
company shows a deficiency and.such deficiency shows an increase 
in the triennial valuation of 120, new members must be placed in a 
separate class at-adequate rates and the Superintendant of Insurance, 
if he deems it best, may institute proceedings to wind up the society. 
In lieu of this requirement, however, the society may provide in its 
by-laws for increasing the ecntributions of the members if their 
share of the annual losses is in excess of their arnual payments. 
The Mobile Bill requires alsc that if in 1917 the assets are leas than 
90 per cent of tha liabilities the deficiency must be dacreased at least 
5 per cent during the succeeding three years. 

Such are tha leading features of the most advenced legislation 
on this subject. It ranges from this high standard to practically 
no effective legislation in some of the states. It ie obvious that a 
compliance with this standard will tend to assimilate the fraternal 
society more nearly in its character with the ordinary life company. 
A similar system of invested reserves, though perhaps smaller in 
amount, will be exacted. Irstead of assessments having little re- 
gard to the actual cost of insucance, they will approximate such cost. 
Contributions for expenses caq no longer be applied to the payments 
of benefits, nor the reverse, Whatever advantages may be de- 
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rived from the social features and the agency work of the members 
themselves, wil remain, but these will naturally be diminished as 
the cost of membership increas2s and the society approaches the 
form of a business organization. The expenses of procuring new 
members will naturally increase through the employment of paid 
solicitors. But what is most important, the promised benefits will 
be more definite in their character and the assurance of their ultimate 
payment will be greater. There will be the stronger need for those 
social relations of the lodge system which must always be at the 
foundation of genuine fraternal orders. What will be the ultimate 
issue, it is too scon perhaps to predict. But the tenacity with which 
the system has been perpetuated in spite of its defects gives strong 
assurance that the better societies will be able to reorganize on a 
basis which will be permanent. The losses due to their failures 
heretofore have been more in the shape of disappointed expecta- 
tions than in actual wastage of funds. They have furnished tem- 
porary insurance to their members at a minimum of cost, though 
often unable to pay the promised benefits to the long livers on ac- 
count of their insufficient rates. A more intelligent and honest 
class of men have succeeded to taeir managment and their members 
are being educated up to the requirements of their work. 

In the face of its defective character, fraternal insurance has 
been steadily growing in its membership and in its beneficence. 
In 1896 the societies forming the national Fraternal Congress, which 
included the great body of the true fraternal crders in the country 
but excluded the mere assessment orders which maintained no 
genuine lodge system, had a zombined membership of over a 
million and a half and benefit certificates in force of over three bil- 
lion dollars. They had paid cut in benefits more than twenty-eight 
million dollars during that single year, and over two hundred and 
thirty millions during the previous ten years. Nineteen years later 
the strictly fraternal orders doing business in New York which em- 
braced the principal societies of this country reported a membership 
of over five millions and certifizates in force of c’ver six billion dollars. 
But as against their enormous future payments promised in their 
certificates they held assets of orly about one hundred and forty-six 
millions, or little more than one dollar in fifty. The regular life 
companies doing business in that state in the same year had between 
seven and eight hundred thousend policies in force, insuring over 
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fourteen billion dollars, against which they held assets of betwéen 
four and five billions or about fourteen dollars in fifty. In other 
words the regular life companies were required by law to carry about 
fourteen times the amount of funds of the fraternals in order to 
maintain their technical solvency. The comparison of these figures 
shows the threatened future deficiencies of the fraternal orders which 
the recent legislaticn is seeking to correct. It ie cbvious that no 
scheme of assessments, if deferréd until these enormous obligations 
become due, can make good the deficiencies, and the legislation is 
aimed to compel an adequate reserve while there is yet time for its 
creation. . 

Roughly speaking about five-twelfths of all the lives insured 
in the United States, aside from industrial insurance, are carried 
in fraternal societies, the remaining sever-twelfths being in the 
regular companies. The industrial companies, however, have more 
than double the membership of all the others com>ined, though the 
amount insured is less than that of the fraternals. The mere as- 
‘sessment companies doing business for profit have been largely 
weeded out during more recent years either through failure or 
through more or less successful changes in their systams to conform 
to that of the old lne companies. The genuine fraternal society 
is in its nature a sozial club for the mutua_ aid of its members as 
well as an insurance organization. Its character as a club has been 
generally recognized by the courts. A sociaty is made up of local 
lodges whose representatives combine to form the grand lodge which 
is the governing body of the whole. Each local lodge is the social 
and business center of its members. It ccllects the dues and as- 
sessments and independently cares for thesick and disability benefits 
of its own members. The death benefits are cared for by thé grand 
lodge. The dues and initation fees when exacted are used to meet 
the expenses of the society. The benefits ere met from the assess- 
ments or contributions for that purpose by the members. They 
are essentially codperative bodies having no capital and yielding 
no profit. Their promised benefits are not in the nature of legal 
indemnities and cannot be used as collateral securities or be attacked 
‘by creditors. The agreement between the society and its membera 
is not a policy or business contract as in commercial life insurance, 
but is embraced in g certificate of membership in which the member 
agrees to comply with the laws and regulat-ons of the society then 
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or thereafter in force. This gereral agreement is supplemented by 
the statements in his application. The benefits themselves are 
prescribed by the laws of the scciety and the claim of the member 
is by virtue of his membership. He has no vested property rights 
in the society until the claim has actually matured. A beneficiary 
can be designated only within the prescribed relationships; such 
beneficiary takes no vested interest and may be changed by the 
member at will. In a word frazernal societies do not furnish com- 
mercial life insurance in the nature of an indemnity, but a fraternal 
assistance or relief. 

The right of assessmen; in case of deficiencies, which they 
generally retain, technically relieves them from the charge of legal 
insolvency when unable to meet their claims, especially when the 
promised benefit is limited to the amount which the assessment may 
yield; but it does not relieve ttem from the practical effects of in- 
solvency when such assessments fail to produce the amounts needed 
to meet the expected benefits. This technical loophole, however, 
has proved an important protection in the past against their legal ad- 
judication as insolvents and ageinst legislative interference. Their 
methods of assessing contributicns differ widely, since they were 
forced to increase their rates and to recognize she effect of age on the 
cost of insurance. The earlier attempts were directed to create an 
insufficient emergency fund in place of a proper reserve while in- 
creasing their rates only according to some assumed current cost 
at the various ages; often, tod, relying on lapses to make good 
deficiencies. Sometimes, wker2 their laws permitted, the benefits 
were scaled. But this the courts refused to sanction unless it was 
clearly authorized. Sometimes a step rate plan was resorted to, 
the rates remaining level through a group of ages and being increased 
as the next succeeding group was reached. Sometimes the rates were 
fixed according to the age attained by the member, at others ac- 
cording to his age at entry, but the last required some adjustment 
of their past deficiencies in case of old members if the rates were to 
be made adequate. 

The older the society the greater, of course, were the deficien- 
cies and the more difficult it bzcame to correct them, especially in 
view of the alleged rights of such members to exemption from in- 
creased rates. A compromise was sometirnes attempted by per- 
mitting the member to continte his original rate upon giving a lien 
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on the promised benefit equal to the deficiency in the reserve. The 
more recent readjustments have genarally been made on the basis 
of the age attained by the member with modificazions of the rates, 
however, at those advanced ages where they would otherwise be 
prohibitory. ‘Thus the societies are gradually being brought in line 
with those of Great Britain where an adequate level premium and 
reserve are maintained as in the ordinary life companies. 

How many of the societies will succeed in reaching this standard 
will depend on the extent of the deficiencies to be made good, and 
the ability to secure new members at the increased rates. Opposi- 
tion on the part of the members and heavy lapse rates at the start 
are to be anticipated. But past expsrience seems to indicate that 
in the end those societies which are able to stard the strain will 
emergé on a solid foundation for the future. Paid solicitors will 
be more needed to secure new members as the society approaches 
in its characte- the ordinary business company and the expenses 
of management will naturally increase, all of which emphasizes the 
importance of maintaining tha social and fraternal features. - It 
would be a great mistake to assume that their failures in the past 
represent corresponding moneyed losses to their members. Their 
moneys have b2en spent in fraternal insurance benefits. But these 
have been in the nature of term insurances except to the short livers. 
The loss has been the failure cf the long livers to receive benefits 
which they had been promised but which their payments were 
insufficient to provide. In the face cf all their past defects it has 
been estimated that they have collected and patd for the benefit 
of their decéased and sick members more than six hundred millions 
of dollars durinz the last forty years at a moderate cost of manage- 
ment. They continue to meet a want in the community which 
commercial life insurance can but imperfectly supply. The frater- 
nal instinct is tcday as strong in the human breast as when the trade 
and religious guilds were domingnt in Western Eurcpe, and it is only 
reasonable to expect that the fraternal orders uncer more enlight- 
ened management will continue their beneficient mission, 
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The discussion preceding the enactment of the federal income 
tax law in 1913 reopened an issue on which life insurance officials 
and legislators have disagreed for years. Though insurance com- 
panies have contended that life insurance funds do not offer a 
legitimate field for taxation, shey have been called upon yearly to 
pay larger and larger amounts in taxes to the various states in 
which they operate. The bill introduced in Congress offered no 
exempiion to sn individual who protected his dependent family 
through life insurance from becoming public charges at his death, 
or who, by the same agency. provided for his own old age. Nor 
did it exempt the income of the life insurance company, the funds 
of which are a standing guarantee against family and old age 
dependency. 

The discussions of this bill, like most controversies over the 
question of taxing life insurance funds, have consisted in dogmatic 
assertions on both sides unattended by any attempt at scientific 
analysis that would give a basis for testing the arguments. It is 
doubtless true that most life insurance men accept without proof 
the statement that life insurance funds should never be subject to 
general taxation; it is equally true that legislators, in their search 
for ways and means, are inclined to choose the method which offers 
easy collection and has the least injurious emect on party success, 
regardless of the scientific character of the taxation problem. 

Any permanent settlement of this controversy in the near 
future is‘ unlikely. With the extension of government activities 
there is necessity for increasing revenue, and new laws have a tend- 
ency to reach untaxed sources of wealth. These laws are often 
passed, however, without bemg submitted to the test of a really 
adequate theory. Those who oppose the taxation of life insurance 
funds, having a perfectly good case to defend, have too often devoted 
their energies to attacks on particular laws and have not made clear 
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the underlying reasons way life insurance funds should receive 
special consideration. 


Bagio REQUIREMENTS oF A Tax System 


The statement of prirciples on which life insurance taxation 
shall be based is not a pleasant task. One faces two bitterly op- . 
posing camps, either ready to fall upon the first heterodox state- 
ment and to ery “traitor.”. Itis a profitable task, however, if agree- 
ment is ever tc replace the present conflict of opinion. 

Taxes are Jeneral or sp2cific. Taxation of any‘ kind is justified 
on the ground that administration of government results in benefit 
to the governed. In a broad sense, the function of government is 
_ the care of the health, morels and we:l-being of its subjects and the 
funds necessary for the corduct of such activities can be obtained 
by general taxation. The relationsaip between work performed 
and revenues obtained is indirect as, for instance, where a tax levied 
on property is used for the supervision of public health or for the 
support of judicial tzibunals In extending the field of government, 
it has become increasingly necessary to carry on special activities 
and the revenuss for such purposes arə collected directly from those 
benefited and should cover only the cost of service rendered. Thus 
the federal government conducts the postal service and collects two 
cent for each letter carried. The <eeling that the postage tax 
should not be greater than the cost of this service is reflected in the 
demand for penny-postage. The government is likewise called upon 
from time to time to supervise particular institutions and the cost 
of such supervision may bə charged directly. 

With government thus functioning as general and specific—for 
the benefit of all, and for the benefit of special classes of the governed 
. —it is proper to distinguish two correlative types of taxation: gen- 
eral taxation, to pay costs of government activities in the benefits 
of which the wkole people share; and specific taxaticn, to cover the 
costs of benefits accruing tc a limited group. 

The justice of any systen of taxation may be tested on different 
grounds in so far as we are Jealing with these two fields of govern- 
ment enterprise. ` It may be accepted as a working principle that 
the conduct of specific operations such as carrying the mails shall 
be paid for by those who us2 the mails, or that specific institutions 
which receive the benefit of government supervision shall be taxed 
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directly to pay its cost. Little disagreement with this principle 
will be found. An equitable system of general taxation is much 
more difficult to formulate. Adam Smith stated its fundamental 
premise when he said “The subjects of every state ought to contrib- 
ute to the support of government as nearly as possible in proportion 
to their respective abilities: that is, in proportion to the revenue 
which they respectively enjoy under the protection of the state.’ 
This principle is accepted by John Stuart Mill, and in his elaboration 
of it he interprets it to mean that “equal sacrifices ought to be 
demanded from all.’’? 

General iaxction should be levied upon surplus. Ts is true that 
much popular misunderstanding results from the attempt to explain 
these doctrines in current phraseology, and clearness is in no way 
attained by a study of tax systems in the United States. It is quite 
certain, however, that if Mill were restating his doctrine at the 
present time he would do so in terms of the stardard of living. He 
would justify any tax system in accordance with the way in which 
it might affect individual incomes. A tax falling upon the person 
whose income is insufficient, or only just sufficient, to maintain 
physical existence and rear a family would be destructive and there- 
fore socially undesirable. Al taxes should fall, in so far as possible, 
on those who enjoy incomes in excess of thisamount. Fortunately, 
the decision as to what is a minimum standard of living need not 
enter the present argument. The sociologists may be permitted to 
establish the limit and we may agree not to tax individuals whose 
incomes fall below this mark. We may say with certainty that 
the government is justified in taxing the man whose annual income 
is $100,000; but the advisability of taxing a $2.00 per day wage may 
await the determination of the minimum standard. i 

While the amount necessary to maintain this standard need 
not be stated for the present argument, the factors which it includes 
do require statement. It means more than the food, clothing, 
lodging and recreation supplied by current income. It requires 
provision for times when income may cease through death, sickness, 
disability or old age. Recent developments of the idea of family 
responsibility include the belief that the man whose income may 
cease with death, disability or superannuation must lay aside certain 

1 Wealth of Nations, Book V, Chap. II, Part I. 
2 Principles of Political Economy, Book V, Chap. IL, Sec. 3. 
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amounts from his weekly or yearly income for insurance or annuities 
to provide for family needs, should any of these catastrophies occur. 
Society benefits if all persons whoss incomes fail to satisfy these 
minimum requirements are exempt from taxation. In Mill’s own 
words, ‘‘The principe . . . . of equality of taxation, inter- 
preted in its only just sense, equality of sacrifice, requires that a 
person who has no means of providing for old age, or for those in 
whom he is interested, except by saving from income, should have 
the tax remitted on all that part of his income which is really and . 
bona fide app_ied to that purpose.’ Indeed, he goes further and 
says that, were it possible to administer the tax, it should be based 
on expenditures and all savings should be exempted. But, since 
this cannot be done without great liability to fraud the next best 
thing is to exsmpt those amounts which “different classes of con- 
tributors ought to save.’ 

It is at this point that Mill’s haa overreaches itself. Pres- 
ent-day social philosophy interprets his doctrine of “equal sacri- 
fices from all’ to mean the exempticn of all persons whose incomes 
will not purchase the present necessities of life and insurance against 
loss of income in the future, and the taxation of all who enjoy a 
surplus income beyond these minimum requirements. This is 
thoroughly ccnsistent with the doc:rine originally propounded by 
Adam Smith, and accepted by Mill, of taxing those who have ability 
to pay. The taxaticn of expenditures only opens the way for the 
transmission of large unearned incomes to heirs. Savings should 
be encouragec in so far as they are used for the education and equip- 
ment of children in order to give them the best possible opportunity 
_ to develop their talents and make of them socially useful citizens. 
But savings intended to furnish children with an unearned i income 
that will support them in leisure and idleness may be taxed with 
wholesome social efect. Unearned incomes are limited by the 
imposition of an inheritance tax; and it is proper to limit them also 
in the process of accumulation by « tax on surpl income. 

Application of these principles to the taxation of life insurance. 
The theory of taxaticn here outlined may be applied to the taxation 
of life insurance funds in the following manner. Specific taxation 
to pay the expenses of government supervision of the life insurance. 


3 Mill: Prirciples of Political Economy, Book V, Chap. 2, 4. 
4 Thid. 
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companies is fully justified so Icng as the tax does not exceed the 
expenses of such supervision. Taxation for general government 
purposes is justified only in so far as life insurance funds represent 
something more than a sufficient provision of the necessities for 
maintaining a proper standard of living and providing minimum 
savings for dependents and for old age. 

There are two direct mean3 of taxing Lfe insurance funds: a 
tax on life insurance corporations and a tax on an individual’s pro- 
vision for life insurance. The corporation may be taxed on its 
assets, on its premium income, on its investment income, or on its 
profits or surplus. An individusl’s provision for life insurance may 
be taxed while being accumulated or when paid to beneficiaries. It 
is taxed in the process of accurculation when a law taxing income 
fails to exempt those portions cf income used for the purchase of 
insurance or old age protection; it is taxed after being accumulated, 
if the income tax law fails to exempt the proceeds of life insurance 
contracts when paid to beneficiaries in immediate cash or in install- 
ments. 

Tozation of life insurance companies. Taxes on life insurance 
corporations are justified in so far as they pay reasonable expenses 
of government supervision; mcre than this amount may not, in 
strict theory, be collected unless lize insurance funds comprise some- 
thing more than necessary savings for dependency and old age pro- 
vision. The company which operates on th2 stock plan and each 
year diverts a portion of its funds for the payment of dividends on 
stock is to this extent more than au insurance and savings institution 
and may not object to the imposition of a corporation tax on the 
part of its funds so diverted. This would be a tax on the “gains or 
profits of trade,” in the words of the English income tax law. A 
purely mutual insurance compazy has no such profits of trade and 
either must not be taxed at all or on a different basis. If we were to 
accept fully Mill’s rule that all savings be exempt from taxation, 
there would be no basis whatev=2r for taxing the mutual company; 
but the principle stated on page 125 and the principle that has gained 
acceptance in English tax laws is to exempt savings only up to a 
certain minimum and to tax all over this amount. If this rule is 
accepted as a basis for taxing individual incomes it must be accepted 
likewise in the case of corporate incomes. The tax authorities are 
then justified in imposing a tax upon all life insurance corporations 
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whose assets represent provision for any individual beyond the 
minimum standard aecepted. It is plainly impossible to tax such 
corporations in strict accordance wita the amount of excess savings 
reflected in their assets. The method adopted will necessarily be 
only a rough approximation to theoretical requirements. Taxes on 
assets, on premium inccme or on investment income are justified, 
for purposes other than the cost of government supervision, only on 
the ground that saving3 in excess of minimum requirements are 
reflected in the company’s assets. The measure of the stringency 
of such taxation should be the degree to wh:ch it discourages saving 
for dependents’or for old age requirements. 

Taxation of individuals. An individual provides for life insur- 
ance needs by devoting a portion of his income to the purchase of” 
insurance and annuities. A system of taxetion based on the prin- 
ciple of taxing surplu3 income recognizes a minimum provision for 
these needs as one cf the necesgaries of life and thereore not taxable. 
It is not a sufficient answer to say that the need for saving for 
dependents or old age is met by the personal exemption granted 
small incomes by the income tax. The point of this exemption is 
that no income belcw this limit is to be taxed no matter in what way 
` it is spent. If, then, it is desirable to encourage citizens to make 

their own provision for old age or for dependents, it must be done 
_by a further exempticn. 

The proceeds of Insurance policias may be paid to beneficiaries 
in a single cash sum; in a fixed number cf installments or as an 
annuity for life. It would be entirely improper to consider the 
receipt of the face va_ue of an insurance policy at maturity as part 
of a single year’s income and to tax the entire amount as such. It 
should be taxed, if at all, as an inheritance. Furthermore, the 
failure to tax the sim irsured upon its payment to the beneficiary 
does not exempt it completely from taxation, for it is usually in- 
vested and emerges again as income. 

Where the sum received is paid at maturity in a fixed number 
of installments or as a Efe annuity, the question is raised whether 
it is not incorrect to consider’the entire amount of each periodic 
payment as income and therefore taxable. The claim is justly made 
that the amount received is only.income in part; that the major 
portion is a return of zhe principal left with the insurance company. 
The federal income tax law recognizes tais distinction between 
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principal and interest in an annuity income and modifies the method 
of assessing income tax on annuities in conformity with the idea 
that the principal should be exempt. This procedure does not 
accord with the theory that only necessary provision for the neces- 
sities of life should be exempt and that all surplus above this amount 
should be subject to tax. Under such an interpretation of an annu- 
ity income, a person might invest in an annuity of several hundred 
thousand dollars per year and enjoy it largely free from taxation, 
whereas the maximum of other incomes exempt from tax in our 
federal law is four thousand dollars. On the basis of assessing tax- 
ation against surplus, the distinction between principal and income 
in a taxable annuity may not be defended, and the tax shall be 
assessed on the entire amount of the periodic payment if above the 
limit for exemption. 

There is no logical basis for the exemption from taxation of that 
part of an annuity which is principal. Like so many of our tax laws 
(in fact, the idea may be applied to almost any law) this method of 
dealing with annuities is probably based on sorne early decision of a 
purely technical character. Some one claimed exemption from an 
income tax on the ground that the principal of an annuity is not . 
income, and the decision became a precedent. This is exactly what 
has happened under the federal income tax law of 1918. This law 
did not make clear its purpose in taxing annuities and the demand 
was shortly made for a distinction between principal and income 
and the exempticn of the former from tax. The method of admin- 
istering the law was finally cleared by Treasury Decision number 
2151, which stated: “The amount paid under a life insurance, en- 
dowment or annuity contract is not income when returned to the 
person making the contract, either upon the maturity or surrender 
of the contract; but the amount by which the sum received exceeds 
the sum paid and coming into the hands of the person making the 
contract and payment is income.” 

Now that the precedent is established, the procedure is defended 
on other and different grounds. Probably the favorite argument 
is that the taxation of the principal of an annuity is a direct dis- 
couragement to saving. A great deal of bombast is wasted on this 
idea, and it is easy to raise a cry in favor of the “poor widows and 
orphans”; but we must not be unmindful of the fact that, in the 
long run, the best friend of life insurance is the one who builds that 
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, institution on the surest foundation. It is the feeling of the writer 


that a tremendous mistake has been made in our income tax law in 
the emphasis placec on the interpretation of en annuity income, 
while the fundamental problem has been entirely neglected, namely, 
the exemption of that part of yearly income which is spent for life 
insurance or annuity needs. The way to encourage saving for these 
purposes is tc release from taxation the money spent in life insurance 
premiums. The taxation of a large annuity inccme is taxing the 
fund after it nas been accumulated, and it is difficult to see how this 
will result in decreas2d provision for life insurance needs. Further- 
more, the exemption of such income from taxation violates the 

fundamental premise that taxation should be levied on surplus. f 


SUMMARY 
To summarize the preceding discussion, governments function 


_ in two ways,—certa:n activities benefit the whole people; others, 


only special groups o- classes. ‘Taxation therefore should be general 
or specific in so far as revenue is used for the general good or for 
selected class2s. Sp2cific taxation shall aim to pay the expense of 


. service rendered enc no more and shall be levied, upon those for 


whom the service i£ performed; general taxation shall be levied 
upon all who have “ability to pay” and this class will include only 
those whose incomes more than satisfy the requirements of a decent 
standard of ving, imcluding necessary provision for dependents in 
case of deatk, disability or sickness and for one’s self in case of 
forced or voluntary retirement. 

This theory may be used as a test of the adequacy of methods 
of taxing life :nsuranze companies and individuals. The companies 
shall be taxed direct-y to pay the cost of government supervision. 
Further levies on them are general taxation and sre supported on 
the ground that the assets of the companies reflect provision on the 
part of some policyhclders for more than minimum insurance needs, 
that life insurance companies, in other words, have become a 
depository for surplus income of men of wealth. Companies oper- 
ating on the stock plan and paying dividends to stockholders may 
be taxed further on some basis of capitalization or of dividends paid 
to stockholders. 

In taxing individuals, the basic requirement cf the theory is that 
all persons shall be relieved from the burden of general taxation on 
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that porsion of income needed to guarantee a decent standard of 
living and to purchase a liberal amount of insurance protection 
against common hazards. As the federal income tax law sets a 
limit of $8,000 income on which no one is taxed. so it should make a 
second exemption of income spent on insurance premiums. 

The proceeds of matured policies shall be taxed on the principle 
of an inheritance or an income. If paid in a lump sum, and its 
amount be sufficient for taxation as an inheritance, it shall be so 
taxed, but never as an income. If it be paid in installments or as an 
annuity, it is in effect an exchanze of 2apital for an income and shall 
be taxed as income. . 


Lire INSURANCE TAXATION IN THE UNITED STATES 


Existing tax laws in the United States may be examined in their 
applicatcon to life insurance furd3 and may be tested by the prin- 
ciples here stated. Generally speaking, life insurance is subject to 
tax by one or more of three governmental bodies, the federal gov- 
ernment, the state and the municipality. The first two will be 
considered in this paper. 

Stare taxes. The state, being the governing authority with the 
power snd duty of supervising ife insurance corporations, taxes 
them with the primary purpos2 cf paying the costs of supervision. 
This is vsually done by a tax on premiums ccllected within the state. 
The rata charged varies from ons to three per cent with different 
states. Sometimes it is charged on gross premiums; in other cases, 
gross premiums less death losses; and frequently, in the case of par- 
ticipating policies, on gross premiums less dividends. A few states 
have shown liberality by defining “ premiums,'’ in the meaning of 
the law, as gross premiums less dividends. On the other hand, where 
legislatures have not shown this _iberality, she courts in several in- 
stances have done so. The United States Court of the District of 
Columtia and the Court of Common Pleas of? Dauphin County, 
Pennsylvania, have held that dividends do not constitute income 
and are not therefore subject to taxatzon. 

The tendency of state taxes on premiums in recent years has 
been upward in both the United States and Canada. Thus Ala- 
bama increased the tax in 1908 irora one to two per cent; the rate in 
Virginia has been increased sace 1911 frcm one to two and one 
quarter per cent; in Quebec a rate of one der cent was changed in 
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1906 to one and three-quarters per cent.§ Similer instances could 


be cited in great number. It is generally conceded that a tax of one 


per cent on premiums would pay all costs of state supervision of life 
insurance companies. The states have therefore departed from the 
original purpose of the premium tax and are using it as a means of 
collecting revenues for general governmental purposes. This 
tendency is ~ightly viewed with much alarm by life insurance 
officials, since the maim reason for the increasing levies seems to be 
the ready avejilability of life insurance funds for taxation and the 
ease with which the tax is collected. 

License f2es paid by insurance companies for the right to do 
business in a state, for the right of each agent to solicit, for the filing 
of reports, and the like, constitute a not unimportant source of state 
revenue in addition to premium or other taxes. 

Very few states have passed income tax laws, hence the problem 
of direct taxation, by the states, of an individual's insurance pre- 
miums or the value of matured policies does not often arise. The 
Massachusetts inccme tax law makes no reference to life insurance 
funds. The V/isconsin law allows as deductions from the taxable in- 
come of individuals “all insurance . . . . received in payment 
of a death claim by an insurance company” but hclds endowments 
or other insurance paid to the insured during his lifetime to be tax- 
able on the excess received over the amount paidforinsurance. The 
inheritance tax law o? Wisconsin, however, states that insurance 
payable on the deash cf any person shall be considered a part of his 
estate for the purposes of the tax and shall be taxable to the persons 
entitled thereto. A direct'application of the principle of taxing all 
surplus above current necessities of life and mim‘mum insurance 
needs is difficult with these laws. While the Wisconsin legislature 
has apparently considered the question of exemption in case of life 
insurance funcs, this consideration has not been based on an ade- 
quate comprehensicn of the issues involved. 

State taxes on life insurance funds were thus assessed, in the 
beginning, apparently for the sole purpose of paying the cost of 
supervising life insurance corporations. Had their scope never been 
extended beyond this point it is doubtful if the agitation against life 
insurance taxation would have occurred. But the huge assets of the 


5 These facts are teken from an article by James M. Craig in T ransacisona 
Actuarmal Society of- America, 16: 1-7. 
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companies have been an open book, and the objections raised by 
insurance officia.s have not had sufficient political effect to be heeded. 
Hence the tendency to increase these assessments has continued to 
the present time, and life insurance companies are paying annually 
to the state governments large sums of money for general govern- 
mental purpases. 

Federal tazes. The present federal income tax law was passed 
in September, 1916. Its method of taxing individuals and corpora- 
tions best shows the extent to which revenue authorities have 
grasped the significance of the problem of dependency and old age 
provision with reference to the imposition of atax. That portion of 
the federal law which refers to life insurance companies provides that 


“there shall be levied . . . . upon the total net income re- 
ceived . . . . in the preceding calendar year . . . . by 
every . . . . insurance company . . . . a tax of two 


per centum upen such income.” “Net income” is ascertained, in 
the case of a life insurance company, by deducting from the gross 
income from all sources (1) all ordinary and necessary expenses; 
(2) all losses (this item including funds necessary to satisfy reserve 
requirements, and sums paid during the year on policy and annuity 
contracts); (3) dividends paid or credited to individual policy- 
holders; and (4) taxes “imposed by the authority of the United 
States, or its territories, or possessions, or any foreign country, or 
under the aushority of any state, county, school district or munici- 
pality” except those assessed against local benefits. Here is a tax 
imposed by federal authority for general government purposes on 
the net income of life insurance corporations, a definite recognition 
of the fact that the assets of these companies represent funds in ex- 
cess of the minimum requirements for life insurance and old age 
provision for their individual policyholders.- So long as companies 
issue policies for large amounts, aggregating shousands of dollars, to 
single indivicuals they may expect that no defense against the im- 
position of such a tax will be sustained. Should they limit the size 
of their contracts as do fraternal companies they could sustain an 
excellent plea for exemption from the provisions of the corporation 
tax. So far as is known to the writer, the life insurance companies 
did not. oppose serious objections to the imposition of this tax. 
Section 407 of the 1916 Act imposes an excise tax on “every cor- 
poration, joint stock company or association . . . . organized 
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in the United States for profit and having a capital stock repre- 
sented by shares, and etery insurance company . . . . organized 
under the laws of the United States . . . . equivalent to 50 cents 
for each $1,000 of the fair value of its capial stock, and in estimating 
the value of capital stock the surplus and undivided profits shall be 
included.” An exemp-ion of $99,000 is allowed from the capital 
stock as above defined. This paragraph further states that “every 
corporation, joint-stock company or association, or insurance 
company . . . . organized for profit under the laws of any 
foreign country and engaged in business in the United States” shall 
likewise pay an excise tax. It is clear that a mutual life insurance 
compsny organized in a foreign country is exempt from the provi- 
sions of this tax, but it is not equally clear that a mutual company 
organized in the Unized -States is so exempt; for the section 
quoted, referring to domestic companies reeds “Every corporation 
i organized for profit, . . . . and every insurance 
company.” The tax or. domestic companies, however, is upon “the 
fair average value cf the capital stocx,’”’ and not upon surplus and 
undivided profits. It is difficult tc see, therefore, how mutual 
life insurance companies can be taxed under this section. The ex- 
cise tax, in this case, is assessed on profits available to stockholders. 
Incidentally, this tax may accelerate the movement for the mutual- 
ization of all life insurance. 

The federal tax on individuals applies to all incomes above 
$3,000, or in the case of married persons, $4,000. The statute ought 
to grant a further axemption of income used for the purchase of 
insurance or old aga protection, but apparently Congress did not 
consider the matter. It seems strange that, with all the pressure 
brought to bear on Corgress by life insurance interests prior to the 
passage of the 1913 law, this important provision was not included. 
Here, if anywhere, was the opportunity, by a proper exemption, to 
offer the greatest encouragement to individuals to make provision 
for insurance needs. Eut Congress missed -ts opportunity both in 
1913 and in 1916. In zontrast, one of the zonspicuous features of 
the English income tax law grants exemption of income to the amount 
of £100 if spent on Efe insurance and annuities. 

Special consideration is given to life insurance funds by the 
income tax law in the paragraph exempting from the tax “the pro- 
ceeds of life insuranze policies paid tc individual beneficiaries upon 
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the death of the insured” and “the amount received by the insured, 
as a return of premium or premiums paid by him under life insur- 
ance, endowment. or annuity contracts, either during the term or at 
the maturity of the term . . . . or upon the surrender of the 
contract.” ‘The latter of the two quotations represents a change 
from the law cf 1913 which exempted “payments made by, or 
credited to the insured, on life insurance, endowment, or annuity 
contracts, upon the return thereof to the insured at the maturity 
of the term mentioned in the contract, or upon surrender of the 
contract.” The sections quoted apparently intend to exempt from 
taxation all life insurance paid to beneficiaries at the death of the 
insured; anc all insurance endowments or annuities paid to the 
insured, in so far as the latter represent a “return of premium or 
premiums.” Another section of the law states that “All persons, 
firms, . . . . and insurance companies ... . pi 
the control, . . . . or payment of interest, . . an- 
nuiites . . . . or other fixed or determinable annul or peri- 
odical gains, profits and income of another person, exceeding $3,000 
for any taxable year . . . . are . . . . required to 
deduct, and withhold . . . . such sum 4s will be sufficient to 
pay the normal tax imposed.” The question now arises whether an 
annuity exceeding $3,000 to a single person, or an installment pay- 
ment of like amount, is subject to income tax before payment. 
The 1916 law must be interpreted largely on the basis of the rulings 
made by the Treasury Department under the law of 1913, since the 
first returns uncer the new statute are not due until March 1, 1917. 
In reply to inquiries concerning the taxation cf gold bonds, contin- 
uous installment contracts, and ordinary policies settled under op- 
tions 2 and 3 of the New York contract the revenue authorities 
ruled ë that “the proceeds of insurance policies paid pursuant to 
contract are held not to be taxable in the hands of the beneficiaries, 
hence in the payment of such proceeds, whether the same be in a 
lump sum or in installments, at the death of the insured, on a ma- 
tured policy or as annuities, no withholding of the tax is required.” 
A later ruling of the Treasury Department (T. D. No. 2152, Feb. 12, 
1913) states that “The amount paid under a life insurance, endow- 

® Quoted from an article by John 3, Thompson on “Income Tax on Annuities” 


m Transactions Actuarial Society of America, 15. 95-108 The reador is referred 
especially to this paper for a full discussion of the rulings. 
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ment, or annuity conzract is not income when returned to the person 
making the cortract? either upon the maturity or the surrender of ` 
the contract; but she &mcunt by which the sum received exceeds 
the sum paid and coming into the hands of the person making the 
contract and payment is income.” 

The writer, being in doubt as to the interpretation of these 
rulings, addressed an inquiry to the Commissioner of Internal Reve- 
nue and received the following reply on January 11, 1917: 


The Feceral Inccme Tex Law of September 8, 1916 does not impose 
a tax on the-procesds of a life insurance policy paid, on the death of the 
insured, to an individual beneficiary, whether paid as a lump sum or in 
installments. 

In a cas3 where, under she terms of an endowment, or other form of 
life insurance policy, the insured receives upon maturity of the contract 
the face valw of tke policy with or without accumulations, the difference 
between thie amount, plus all other amounts of income received on the 
policy during ite life, end the aggregate amount of premiums paid, consti- 
tutes taxable income wach chould be included in any personal return the 
individual may be-xrequired to render fo? the year during which the final 
proceeds of the po.cy are received 

If under the erms of a matured insurance policy, the insured re- 
ceives annual payments of income, they need not be returned for Federal 
income tax -purpcsee until the aggregate amount of such payments 
received equals the amount df premiums paid. In short, the amount by 
which the proceeds receive by the insured on a life insurance policy 
exceeds the ectual cost of a policy to him constitutes taxable income in 


According to taese decisions, insurance, endowment or annuity 
contracts paid to beneficiaries upon the death of the insured are not 
taxed at all, nc matter whecher paid in a lump sum, in installments, 
or as a life anruity but like contracts paid to the insured are taxed 
on the amounts received in 2xcess of the purchase money. Thus, an 
annuity for $1),00C purchased at a cost of $100,000 by a person for 
himself is not taxed until efter tan payments of $10,000 have been 
made. Thereafter itis taxed as any other income of $10,000. An 
endowment for $10),C00 faze value enables the company to pay the 
insured ten annua. installments of $11,300. No tax is assessed 
against these instal_mants until tae insured has received $100,000 in 
full; the remaining paymerts are taxed the same as other income. 

It was for the inclusion of these paragraphs in the law, exempt- 


7 The italics were aot in ths original. 
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ing the proceeds of life insurance policies from the income tax, that 
the insurance companies fought so hard in 1913. Of the desirability 
of exempting such proceeds from the tax, when paid in alump sum in 
full settlement of the contract there can be no question. As previ- 
ously stated, this fund should be taxed only as an inheritance. But 
for the illogical distinctions between policies paid to the insured and 
policies paid to beneficiaries; or between inccme representing a re- 
payment of purchase money and income beyond this amount, in the 
case of installments or annuities, there is not adequate justification. 
The distinction that requires emphasis is between small incomes and 
large; between the income that just satisfies the demands‘of a de- 
cent standard of living, and the income far in excess of this amount. 
Relief granted from the income tax should not be a means of escape 
from taxation by persons of great wealth; but under the present 
law, as interpreted, it is just that. It masters not how great the 
amount of the annuity, if paic to a beneficiary it is not taxed; and 
if paid to the insured it escapes taxation for a number of years. An 
annuity is an income for life; it involves, in the words of an English 
court,’ “the conversion of 2apital into income and reasonably 
enough, when the buyer places himself in that position the Act taxes 
him; he is taken at his word, he has got an income secured in the way 
mentioned.” Such might better be the interpretation of the Ameri- 
can Act. The claim for the exemption of insurance funds from in- 
come taxation is based on the eminently just grounds that adequate 
provision for necessary insurance needs should be encouraged. Let 
the law not then be used as a means of evasion by those who “have 
ability to pay.” In their eagerness to grant necessary and proper 
relief to policyholders, life insurance officials have been caught in 
a dangerous position by this provision of the law. Their only 
safety lies in a thorough analysis of necessary life insurance needs 
and in a demand that special consideration be given to persons who 
meet those needs by the expenditure of thcir personal incomes. 


SUMMARY OF FEDERAL AND STATE TAXATION 
The federal tax law thus has its weakness and its strength in 


the way it meets the requirements of a scientific tax on life insurance 
funds. The tax on the income of life insurance corporations is 


8 Secretary of State for India v. Scoble (1903) 4 Tax Cas. 622, per Mathew, 
L. J., quoted m Pratt and Redman’s Income Tax Law (ed 1916), p. 156. 
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based on the indisputable fact that their asséts reflect, in the case 
of many policyholcers, more than a liberal minimum provision for 
life insurance needs; she excise tax is levied only on the capital 
stock of corporations for profit, and does not affect purely mutual 
companies. From neither of these levies is there any logical escape. 
The income tax on individuals presents the weak side of the law in 
its most pronounced fcrm. It offers no relief from the tax for in- 
come spent on insurance and annuities and thereby fails to give 
desirable encouragement for supplying these socially important 
needs; and io the relief which it grants to persons in receipt of the 
proceeds of insurance policies it violates the necessary distinction 
between large and smell incomes, and opens the way for evasion 
of taxation by perscns of wealth who invest large sums in insurance 
or annuity contracts. 

State taxes are equally unscientific in their ircidence on life 
insurance. The easy solution, to allow the states to collect taxes 
equal to the cost of supervision and to retain all general taxation 
for the federal govarnment, neglects the fact that the states are 
already taxing the companies in amounts far greater shan the cost of 
supervision, that thay will not relinquish their present hold on the 
companies, and that they are performing general governmental 
functions in only lesser degree than the federal government. It 
would be desirable, were it possible, fcr the states to confine license, 
premium and asset taxation to the payment of supervision costs and 
to use income and inheritance taxes for general taxation purposes. 
This would give greater opportunity than exists under the present 
system to introduce scientific tax metLods. 


Tam TAXATION oF LIFÐ [INSURANCE IN ENGLAND 


English practice in the taxation of incomes furnishes points of 
contrast and points of similarity to the situation in the United 
States. Life insurance companies in England are taxed upon their 
“ profits or gains” and these may be assessed upon “trade profits” or 
upon interest on investments. The Crown has the-right to elect 
under which method to assess, and usually selects the latter as most 
profitable because o? the large reservas held. The assessment on 
trade profits is, of course, possible only with stock companies, since 
the members of mutual companies do rot trade betwean themselves. 
Trade profits may include the dividends paid on participating poli- 
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cies, but where the tax is levied on the investment income of a mutual 
company no part of the surplus accruing from premiums is taxable 
(Last v. London Assur. Corp’n 1885, 10 App. Cas. 488; Equit. 
Life Assur. Soc. of U. S. v. Bishop 1900, 1 Q. B. 177; New York Life 
Ins. Co. v. Styles 1889, 14 App. Cas. 381). The English method of 
taxing the income of companies is thus similar to the American, with 
the exception that the latter does not tax dividends in any case. 

The English law furnishes its great contrast to ours in the 
method of taxing individual incomes. In addition to complete 
relief for incomes under £130 and a sliding seale tax for incomes from 
£130 to £700, an allowance is made for Lfe insurance premiums. 
It covers annual premiums paid by the insured for insurance or 
deferred annuities on his life or the life of his wife; and the annual 
sums paid by a person or dzducted from his salary under any act 
of Parliament for a deferred annuity for his widow or for provision 
for children after his death. Three limits are set to the amount 
of income thus exempt from tax—premiums up to one-sixth of his 
income; premiums up to seven per cent oi the sum insured; and 
premiums not totalling more than £100. The last two limitations 
form part of the Finance Act of 1915. With complete personal 
exemption for all incomes up to £130, the English Act thus allows 
additional reef to £100, if spent on necessary life insurance pro- 
tection. The method of re-ating this relief to needs (covering pro- 
tection to self, wife or depzndent children) is noteworthy. Were 
the American Act to do the equivalent, on zhe basis of the $4,000 
exemption for married men, it would enable them to spend nearly 
$3,100 more in insurance premiums before they were taxed. 

The term “annuity” is used with many different meanings in 
the English Act and in court decisions. Thus annuities purchased 
are Cistinguished from annuities by will or settlement, or annuities in 
the nature of a pension. The latter two classes are taxed to their 
full amount as income. The word “annuity” in the former case 
is sometimes used in an ambiguous sense: it may represent the re- 
payment of a debt by installments, or the conversion of capital 
into income. Ina much quoted decisionin which this distinction 
is made, this statement appears: ‘‘ An annuity, in the ordinary sense 
of the word, means the purchase of anincome. It generally involves 
the conversion of capital irto income, anc reasonably enough, when 
the buyer places himself in that position the act taxes him; he is 
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taken at his word, he nas got an income secured in the way men- 
tioned.”® This decision unquestionably covers annuities ' pur- 
chased from live insurance companies, and in conformity with it, 
such annuities are taxed in England in the same way as other 
income. 

In its taxation of personal incomes the English law thus stands 
in striking concrast to our own; for it allows the holders of large 
annuity contrasts no opportunity to evade their just share of tax 
burdens, and it tends to encourage the purchase of insurance pro- 
tection by those who nezd it 


? Searetary of State for Indis v. Scoble 1903, 4 Tax Cas, 622, quoted from 
Pratt & Redman’s Income Tar Lew (ed. 1916), p. 156. 


FIVE YEARS OF PROGRESS IN DISABILITY 
PROTECTION 


By Bruca D. Mupenrr, Pu. D., 


Instructcr in Insurance, Wharton School of Finance and Commerce, 
University of Pennsylvania 


The disability clause furnishes one of the most astonishing 
developments of recent life insurance history. Its phenomenal 
success is indicative of a service rendered to policyholders of such 
real value that it cannot lightly be disregarded. It is perfectly true 
that novelties enter the life insurance contract, and the disability 
clause has been one; but many of the most substantial provisions of 
that contrast have at some time been novelties. That they have 
endured proves them to have been of real worth. If this be the 
character of the disability clause, there must be a definite need for 
the protection it offers and it will be perfected until the insurance 
it furnishes is adequate. As a policy “trimming,” its coverage has 
been more or less haphazard; in its mare recent developments, 
however, there is discernible a tendency to make a sound insurance 
measure of it. . 

The risk of disability is just as real and the consequences of its 
occurrence may be as disastrous as death cr old age. No man fully 
conscious of the hazards of lite can safely undertake responsibilities 
which it will require years of income earning to satisfy without 
making provision by life insurance for the cessation of that income 
at his death, just as no sane man would think of operating a large 
industrial plant without firs insurance. Expressed in terms of its 
consequences, therefore, the hazard he faces is cessation of income. 
Now, income may stop becguse of death or old age: and it may also 
stop because of permanent and total disability. Still other disasters 
might overtake one and cause a cessation of earning power. For 
instance, there is sickness or unemplovraent. But because the 
last two are temporary in characterfthey do not have the same 
importance as a catastrophe from which there is no recovery. 
ka Since, then, the regular life insurance contract furnishes pro- 
tection against the cessation of income through death or old age, 
the proceeds of life insurance should be available only when these 
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hazards occur, granted there is the necessary connection between 
needs to be satisfied and the amount of insurance carried. Disabil- 
ity protection to be adequate, therefore, should not encroach upon 
the “death fund,” but should fill the income gap between the time 
of disability ard the time of death. That protection of this nature 
is not furnished in any way outside cf the life insurance contract is 
well known. The porsonal accident insurance companies give 
total disability protection but, with few exceptions, it is given in 
~ one-year term contracts, renewable only at the option of the insurer. 
A greater objection to these contracts is the fact that to obtain the 
required protection against loss of income by total disability it is ` 
necessary to purchase so many “trimmings” that the contract 
becomes top-heavy. With permanent disability protection there 
goes protection against death and against all sorts of temporary ills, 
many of them important, to be surə. The death coverage is a 
duplicate of the life insurance protection and the temporary dis- 
-abilities are not in a class with the important permanent ones. 
Hence it is not surprising that the disability clause, which first ap- 
peared as a-frill in the life insurance contract, has begun gradually 
to lose its decorative character and to take on the appearance of a 
real insurance measure. 

The developments of the last five years are little short of 
phenomenal. The writer made a previous study of the disability 
clause, based on contracts used in 1912,! which on the whole 
revealed tendencies of growth, but which in far too many cases 
revealed conditions unccmplimentary to life insurance. Many 
clauses were frankly adopted as talking points for agents; some 
were trimmings of such filmy character as to appear to offer much 
but give little; and a few, under the guise of benefits, actually took 
from the insured what was rightfully his at death. 

In this short period of five years no less than twenty-six com- 
panies have revis2d their clauses, almost without exception for the 
` better; and forty-seven entirely new clauses have entered the field. 
Of the latter, tweive-are from companies organized since January 1, 
1912, eight from those organized prior to 1870. That old, long 
established companies introduce the clause indicates that it has 

1“The total Disability Provision in American Life Insurante Contracts,” 


Supplement to The Annals of The American Academy of Political and Social Science, 
May, 1015. 
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value, otherwise they could m:et competition without it. Some of 
the older companies have adopted it reluctantly, and only after 
great pressure from their agency force. 

The character of the new clauses and of the changes made in 
the older clauses is indicative of the direction of development, and 
the tendency in both cases has been toward greater liberality to the 
insured, and greater conform:sy to standards of practice generally 
accepted as sound. 


Azs Limits 


In the discussions of the cisability clause among actuaries there 
has been general agreement that available data for the measurement 
of the risk was trustworthy to age sixty, and the majority of the 
older clauses geve benefits only for disability occurring prior to that 
age. Among recent changes, two companies have reduced their age 
limit from sixty-five and seventy, respectively, to sixty; while 
another has raised the limit from fifty-five to sixty. In one case an 
age limit of eighty was removed and benefits allowed for disability 
at any time. Of the forty-seven new clauses, forty-four fix the age 
limit at sixty. 


Top DEFINITION OF DISABILITY 


The scope of the term “ disability” is ali important with refer- 
ence to the coverage furnished by the clause. Disability may be 
defined with reference to one’s occupation or with reference to the 
cause which produces it. I= the previous study referred to it was 
stated that no clause defines disability with reference to the occupa- 
tion of the insured; but in zrder to obtain benefits one must be so 
incapacitated as to be unable to perform the duties of any occupa- 
tion. No exception to this rule yet exists. One is inclined, how- 
ever, on considering the causes of disability, to conclude that most 
disability which prevents the performance of the duties of one occu- 
pation will equally prevent the performance of any work whatever; 
for the large majority of cazes are caused by tuberculosis, insanity, 
paralysis, cancer and accident. In this connection, recently pub- 
lished experience on the firs; 390 cases approved by the New York 
Life Insurance Company is interesting: ? 

2 Quoted from The Spectator, Nov. 9, 1916, p. 67. 
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Cause or Diszsrrry Nompge or Cases 

Tuberculos:s 165 
Insanity 102 
Paralysis 28 
Accident 21 
Cancers anc. tumors 18 
Other causes: 

Rheumatism 

Heart trouble 

Blindness 56 

Goitre 

Diabetes, etc. - 


~—onae 


Total 890 


If it be true that disability with reference to one occupation 
will be disability with reference to all occupations in most cases, the 
risk is well covered by the present clavses. Furthermore, the added 
cost of covering the broader definition will be slight and it may be 
expected that clauses will be so issued as soon as the companies: have 
had sufficient experience to justify the truth of the assumption. 

The majority of clauses existing prior to 1912 covered disability 
caused by “bocily injury or disease” or “from any cause whatso- 
ever.” Fifteen casea of narrower scope were found at that time. 
Of these one has since joined the majozity. Of the forty-seven new 
clauses but thr2e “have restricted their definitions, two of them 
making an exception of insanity. The data above show its impor- 
tance. The third company covers tota_ disability arising from a few 
specially enumerated cases of accident. While even three excep- 
tions are to be regretted, they represent but 6 per cent of the new 
clauses as compered with 12 per cent of the clauses in 1912. 

A restrictior of different character in the scope of disability has 

. recently appeared in five cases, in the refusal to give benefits for 
disability due to military or naval service in time of war. It may 
even seem surprising that it has not appeared oftener, în view of the 
present war. 

BENEFITS p 

Among the most commendatory changes that have occurred 
in the last five years in disability clauses, the gradual liberalizing 
of the benefits granted is easily of first importance. There seems 
to have been a very definite growth in conception of the purpose of 
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the clause.in the life insurance contract. Starting with the idea 
that disability would cause a cessation of earning power and thug 
possibly compel the lapse of insurance that is carried by yearly pay- 
ments from income, attention was first dirested to a benefit that 
would keep the insurance in force. The waiver of premiums, or 
their payment by the company during the period of total and per- 
manent disability, was the result. But it was soon apparent that 
this worthy end was not sufficient, that it did not replace the lost 
earning power of the insured. So the next modification came, in 
the form of immediate maturity of his policy upon the occurrence 
of disability, instead of requiring him to wait till death or the end of 
an endowment term to receiv» its value. Many policies thus mature 
today and are paid to the insured inten or twenty annual install- 
ments, or even better in some cases in monthly installments over 
the same term of years. 

But even this benefit has not replaced the lost earning power 
of the insured. His insurance is carried for the purpose of satisfying 
his responsibilities to others in case of his premature death and, if 
properly based on such needs, is not intended to supply his own per- 
sonal wants while living. It is the same with endowments intended 
for old age provision: if they are drawn upon before he reaches the 
age of retirement, he increases to that extent the possibility of old 
age dependency. So, the protection needed by the insured against 
permanent and total disability, whether is shall be given by the 
disability clause or not, is such as will maintain his insurance in 
force unimpaired, and at the same time will replace his lost income 
and enable him to supply his personal wants and his continuing 
responsibility to others. Many persons today feel that this is too 
much to expect from the disability clause. While admitting the 
need of such protection, they maintain that the risk is separate and 
distinct from the life insurance risk and should be covered in a 
separate contract. ' 

The growing tendency of the last five years is reflected not so 
much in the fact that the third type of benefit is given in three 
clauses but that among thə revised clauses as well as the new ones, 
benefits generally have a larger dollars and cents value than they 
had five years ago. An examination of the various changes shows 
this clearly. 
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Waiver of Premiums 


The waiver of premiums continues as the benefit given in the 
majority of cases. Among the new clauses twenty-five grant it 
alone; thirteen allow choice between it and installment benefits; 
four of the old clauses have dropped their installment option and 
offer only the waiver benefis. 

The main cuestion arising here is whether the insured will con- 
tinue to receive dividends :n case he has a participating policy. 
Prior to 1912 nine clauses clearly stated that dividends would 
continue after disability. Two of the older clauses have since been 
changed to conform to this practice. Of eighteen new clauses issued 
by participating companies which give the waiver of premiums as a 
separate benefit, six have stated that dividends will continue to be 
paid. This is a remarkebly large proportion as compared with 1912; 

Though disebility must secur prior to age sixty in order regu- 
larly to obtain full waiver or mstallment benefits, the insured is not 
always left entirely unprotezted thereafter. The company may 
permit the cessation of premium payments by the insured, but hold 
them as a lien against the policy or reduce the amount of insurance 
in force. A few companies jollowed this practice prior to 1912; 
since then five o.d and ten new clauses have grantec this option. 
The practice of using such premiums to reduce the amount of insur- 
ance in force is more liberal tkan holding them as a lien against the 
reserve value of zhe policy. It was followed by one company in 
1912; seven do so at the present time. 


Peyment of the Policy in Installments 


Where the pclicy is paid in installments after total disability, 
the amount of the benefit may be determined in one cf two ways. 
The company may consider tae policy fully matured for its face 
value, the same as though death had occurred. In tais case the 
insured has available, on a $1,000 policy, $1,000 in present cash 
value; if the benefit is payazle in ten‘ or twenty installments, 
the amount of each installment will be more than $100 or $50, 
respectively, since the company will give credit for interest earned 
on funds still unpa:d. On a 34 per cent interest basis, for instance, 
ten instaliments of $116 each or twenty installments of $68 each may 
be paid. On the other hand, tha company may consider that $1,000 
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in all shall be paid and, instead of waiting for death, installments 
may begin at once. Twenty installments of $50 each or ten of $100 
may thus be paid. It is apparent, however, that this is equivalent 
to considering the policy matured, not for $1,000 present value, but 
for the present value of $1,000 payable in ten or twenty installments, 
an equivalent of $861 or $736 respectively, on a 34 per cent interest 
basis. If a policy is paid in installments, tnerefore, the company 
may give a value equivalent to $736 immediate cash, or $861 or 
$1,000. 

The tendency of the changes made since 1912 in installment 
benefits reflects very clearly toe liberalizing of these benefits. Three 
companies have changed their installment benefits; two which 
earlier gave the face value in twenty installments have changed to 
ten; they have replaced a value of $736 with one of $861. One 
company which gave two-thirds of the sum insured in twenty install- 
ments followed by a life annuity has changed to ten. The present 
value of the installments certain was $491; the value of the annuity is 
undeterminable at present, but from the best evidence is small. The 
value of the new benefit is unquestionably greater than the old. 

Seven clauses which originally granted only the waiver of pre- 
miums have now added installment benefits and nineteen of the 
new clauses contain them. Of these twenty-six companies, ten 
grant the twenty installment benefit, ten the ten installments, two 
grant monthly payments of $ per cent and 1 per cent of the sum 
insured for two hundred end one hundred months, respectively. 
Four companies give a value equivalent to $1,000 cash at the time of 
disability. This latter benefit was first intrcduced by the Traveler’s 
Insurance Company in October, 1913; the fact that it is now given 

_ by four other companies, namely, the Prudential, the Union Central, 
the Northern Assurance Company of Michigan and the Protective 
League is significant of the tendency towezd more liberal benefits. 
-The Prudential and Union Central clauses are especially commend- 
able because of the latitude allowed in selection of the mode of 
payment. The Prudential benefit may be paid monthly, quarterly, 
semi-annually or annually. The Union Central allows the policy 
to be paid after disability in accordance with the terms of the regular 
settlement options. 
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Installment Benefiis—Method cf Handling Indebtedness 


The methods of determining the amount of disability benefit 
in case indebtedness exists on the policy likewise, show a tendency 
toward greater liberality. Many of the earlier clauses made no 
reference to indebtedness, some made its repayment a condition 
precedent to the receipt of benefits or barred them entirely; some 
reduced the amount of the installment in the proportion that the 
indebtedness bore to three-Zourths of the sum insured. The most 
liberal clauses əither reduc2d installments in the proportion that 
indebtedness bore to the entire amcunt insured, or reduced the 
number of insiellments. In the one case, for instance, the install- 
ment would be one-tenth of the amount insured less indebtedness; 
in the other, ore-tenth the amount insured. In the first case ten 
such installments would be paid; in the second they would continue 
until the payments plus the indebtedness equalled ths face value of 
the policy and would necessarily be less then ten full payments. 

In thirty companies that have introduced or changed the install- 
ment benefit recently, seven have mace no provision for indebted- 
ness; sixteen have followed >ne of the two especially liberal plans 
described above. : 


Payment of Separate Disability Annuity 


The acme of disability p-otection to date has been reached by 
three clauses, those of the Penn Mutual Insurance Company of 
Philadelphia, the Germania Life Insurance Company of New York 
City, and the Equitable Life Insurance Company of Iowa. These 
companies have broken all prior traditions concerning the place of 
the clause in a life insurance ccniract by giving the insured a straight 
disability annuity and mainteining [his insurance unimpaired. In 
two cases the annuity is payable monthly and is thus especially fitted 
to the needs of a disabled man whose income is his only source of 
support. All three clauses waive the payment of premiums upon 
the occurrence of disabilty pricr to age sixty; the Penn Mutual and 
the Equitable begin the payment of a monthly annuity equal to 
one-one hundred end twentieth of the face value of the policy, and 
the Germania annuity is on3-tenth of the face value, payable 
annually. 

There are two slight diferences in the provisions of these 
clauses. In the event of disability after age sixty the Penn Mutual 
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and the Germania allow the premiums to be waived and to reduce 
the amount of insurance in force; the Equitable clause gives no 
benefit after this age. In case the disability does not prove to be 
permanent the first two clauses reinstate the policy without deduc- 
tions upon the resumption of premium payments; the Equitable 
clause reduces the face of the policy by the amount of disability 
payments made and reduces the future premiums proportionately. 

The commendation which these three clauses deserve cannot be 
stated too highly. They furnish the first instance where a man 
may obtain complete protection against the risk of total and perma- 
nent disability, in the same sense that the life contract gives com- 
plete protection against death. The earlier study referred to ia 
these pages was closed by expressing the hope that some life insur- 
ance company would put a disability clause on the market which 
was a real selling feature, and which would meet competition 
because of its intrinsic merit as an insurance measure. That hope 
has at last been realized. 


WHOLE TIME AGENTS FOR LIFE INSURANCE 


By EDMUND STRUDWICK, JR., 
The Atlantic Life Insurance Company. 


In point of assets empleyed life insurance is the fourth largest 

- business in tha United States; and in amount of its contractural 

obligations it far exceeds any other business. In point of impor- ` 

tance and ben=2ficence to the country’s population, it affects more 

individuals anc. a greater number of families than any other business. 

The spirit of alcruism enters into it more largely than any other busi- 
ness, and yet it is the safest and its contracts are the soundest. 

Life insurence is established upon fundamental principles ex- 
pressed in mathematical formulae as intricate and exact as those 
used in scientific engineering. Although its product is standardized 
and competition as to price is almost eliminated, the demand for it 
must be created. For this purpose a field force of solicitors, men 
who go to other men to sell them insurance, is indispensable. The 
figures for 1916 are not available, but 185,750 life insurance sales- 
men were licensed in 1915. Is it not of vital importance that the 
biggest and bess business in the coun%ry should be represented by 
men of the highest character? And is it-not an impelling duty of 
those who direct that business to do all in their power to elevate the 
character and cevelop the efficiency of its representatives in the 
field? What type of men then should these solicitors be? And how 
should they conduct their work? 


CHARACTERISTICS OF AN IpwaL SALESMAN 


The charactar of a salesmen is largely determined by the char- 
acter of the business he represents. Mo argument is necessary to 
establish that life insurance is a science and that work in life insur- 
ance, whether in the office or field, is the practice of a profession. 
Evidently in the pursuit of a science and the practice of a profession 
a high class of man is necessary; and if in either office or field a 
higher type is needed, more in the cne place than in the other, pref- - 
erence in the assignment should be given the field. The moat 
apparent reason for this distinction is that the field man comes in 
contact with the public, persanifies the company to them, and 
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consequently his acts in effect are the company’s and his reputation 
the company’s also. ‘ 

The ideal life insurance agent has been sketched in theory so 
often that no more than a glance at his qualifications need be given 
here. In general, he should know the principles underlying life in- 
surance: he should understand the construction of the mortality 
tables; the necessity for a reserve, and the difference between prelimi- 
nary term, select and ultimate, and full terminal reserve; the relation 
of net premium and compound interest to this fund; the elemental 
parts of a gross premium; anG the distinction between pure endow- 
ments, annuities, whole life insurance, term insurance, and endow- 
ment insurance. He should be familiar with the history of life 
insurance: the beginning of the business, and its development from a 
speculative phase to a legitimate business; the failure of assessment 
associations; the unsoundnes: of all insurance schemes not based on 
the maintenance of adequate reserves; the present enormity of the 
business; and the opportunities for its future development. He 
should have £ fair knowledge of the law of insurance, particularly 
regarding contracts and agency, and should acquaint himself, as far 
as possible, with the insurance statutes and the rulings of the insur- 
ance department of his state. He should have accurate knowledge 
of his own company—its assets, surplus fund, amount of insurance 
in force, and disposition in dealings with policyholders—in short, 
have accurate knowledge of all its strong points and the ability to 
answer any adverse criticism which may be directed against it. 
It is also important that he should inform himself as far as possible 
about other companies wich which he will come in competition. 
Most essential is an intimate familiarity with the various policy 
contracts of his company and with each clause and provision con- 
tained therein, and an unfailing ability to determine his prospect’s 
needs with a view to fitting the contract to him, both as regards 
the prospect’s own personal condition and the requirements of the 
beneficiary. Here again a peewee of the contracts of competing 
companies is necessary. 

The foregoing E or information is what the ideal agent 
will use in selling insurance, but if he does not use it properly, the 
effectiveness of the result is seriously impaired. Hence the ideal 
agent should have other qualifications. He should have pleasant 
address, engaging manners, tact, consideration for the business and 
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time of others, and the fazulty for creating a condition of mutual 
human interest between aimself and his prospects. He should 
establish in hic community a reputation for civic pride, public spirit, 
and neighborliness in order that he may command respect and 
attention. Atove all, he must be a firm believer in the necessity 
for life insurance, in the application of it to a variety of needs, in 
the unending g90d iż does and car do, and in his owr sacred mission 
in persuading £s meny peorle as he can to become insured. 

No one wil claim that- insurance would prosper if none other 
than such men as filled the foregoing requirements were licensed as 
agents, because thera would be so few of them. But, on the other 
hand, no one w-ll deny that. if men of this class could be gotten in 
sufficient numbers, life insurance would soon be the most venerated 
institution of men’s making, and the most potent factor in hastening 
universal economic independ=nce. 


Part-Tru® vs. Foui-tme MEN 


It should be borne in mixd that this sketch is of the ideal agent; 
but it is by no means necassary that a solicitor should be so 
thoroughly trained along technical lines or so fully furnished with 
historical information to become a successful solicitor and render 
efficient service both t> his company and the public. No argument 
seems necessary, however, to show that the continual elevation of 
the agent’s standard is desireble; but argument has always been 
necessary to show that each individual agent, if he would contribute 
to the raising of the szandard, should give his whole time and at- 
tention to the business. This brings up the question of the whole- 
time versus the part-time agemt. A modern and eminently prac- 
tical angle from which tc compare these two classes of agents, say 
the champions of the full-time nan, is that of service. When great 
mercantile concerns heve reduced prices to show a minimum of 
profit, have improved quality to the limit of ingenuity, have done 
all to put their products aheac of their competitors and still need 
a further bid for popular apprcval, they develop their capacity to 
serve their customers with a veriety of concessions and accommo- 
dations. Needless to ssy, their salesmen are full-time men. How 
much more importent, ib is argued, that a business dealing in such 
a vital commodity as lite insurance should serve its customers in 
the most efficient manrer. A misrepresentation, a delay in the 
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delivery of a policy, the inability to advise correctly, or absorption 
in some line of work other than life insurance on the part of the 
agent, may work much hardship on an applicant or policyholder 
and may prejudice an entire neighborhood against the institution 
of insurance. 

On the other hand, there are those who agree in the responsi- 
bility placed upon the insurance agent, and concede the dependence 
of the public upon him, but, for that very reason, argue that no 
one should be denied a license to solicit. They contend that every 
agent who does anything at all does just that much towards the 
furtherance of lite insurance education and the increase of the 
amount of insurance in force. 

Such lines of reasoning, of course, devolve finally into personal 
opinions, and it seems that personal opinions constitute the bulk of 
authority on this subject. With this limitation of reference in mind, 
a circular letter was prepared and sent to a selected list of general 
agents for the purpose of collecting a3 many individual opinions 
as possible on what were deemed the most important phases of 
the part-time agent problem. LEHighty-two answers were received, 
seventy-two of which were usable. These came from twenty-five 
states, the District of Columbia, and Canada, anc were received 
from the representatives of twenty-four insurance companies. 

The first question asked was: Do you appcint part-iime agents? 
Seventy-one answered this question, fifty-two by “yes” and nine- 
teen by “no,” thus showing a rather strong minority of over 28 per 
cent who do not favor the appointment of part-time men. 

Question number two was: If so [if you appaint part-time 
agents], about what proportion of your force do they’ comprise? 
Forty-two answered this question, and the proportion ran from 2 
per cent as a minimum to as high as 90 per cent in one case. Not 
knowing the number of men in each agency, it is difficult to compile 
significant ratios. But, for the sake of illustration, if the agencies 
averaged twenty men each, the ratio of part-time to whole-time men 
in the forty-two agencies responding is eight to twenty. 

The third question was: Ani if so [same condition] about what 
proportion of business in your agency do they produce? Forty-two 
answered, showing a variation of from 2 per cent to 70 per cent. 
Again, a significant deduction is difficult, but, supposing that each 
oi the twenty agents in an agency produced $50,900 of business, the 
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ratio of the business produced by part-time men to that produced 
by full-time men is $190 to $1,0C0. Combining the answers to 
questions two and three, 40 per cent of the agency force produced 
19 per cent of the business. 

Question four was: Is the renewal experience of the insurance 
written by them satisfactory? Above or below normal? Out of fifty- 
two answers to this query, forty-two claimed that the business 
written by part-tima mən renewed normally or above normal; 
while nine conterded thet it ranewed below normal. 

The fifth question vas: Have a considerable number of your 
good agents developec fram part-time men? Fitty-seven answered, 
twenty-five in the afirmztive and thirty-two in the negative. 

In answer to the six-h question: Do you consider the part-time 
agent a help or a kindrancz in bringing about a pleasanter relationship 
between agent and poicyholder? Twenty-six considered him a help 
and twenty-four s hindrance. A noticeable number considered 
him a help in ccuntry Cstricts and a hindrance in metropolitan 
districts. These replies zre nct included in the sbove fifty. 

The last question was: Ij the part-time man constitutes a prob- 
` lem in your territory, what solution Co you recommend? Nine replies 
were written in such a geteral way that they hard'y lend themselves 
to collation. Forty-six replies, however, specifically recommended 
a definite thing: sevən fevor the appointment of part-time men as 
apprentices with a defirite contractual understanding that they 
will agree at the enc of a specified period to accept a full-time con- 
tract or have their part-time contract canceled; seven are for co- ` 
operation on the part of zhe companies to appoint only whole-time 
men; fourteen are for an Individual determination on the part of the 
general agents absolutely to eliminate part-time men; and sixteen 
are for retaining them im rural districts and discontinuing them in 
urban districts. One very positive reply comes from Oklahoma, 
giving the opinion that tae insurance commissioner should have and 
use power to refuse licexses to all but full-time men; and a Massa- 
chusetts agent would like to see the legislature pass a law prohibit- 
ing all but full-time mer from selling life insurance and rather ex- 
pects some such action by the next Assembly. i 

The answers given are more than significant. Twenty years 
ago the term “ peri-time agent” hed little or no meaning; everybody 
accepted him as a matter of course. He began gaining notoriety 
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when the public determined 'to do away with rebating, misrepre- 
sentation, and twisting. It was found that the “spotter” and the 
“one case” man were the gredtest offenders along these lines. This 
type has about disappeared, but the fact that nineteen out of seventy- 
one picked general agents refuss even to consider the appointment 
of part-time men must signify some 7undamental objections to the 
less than full-time agent. 

Probably their refusal to appoint such men is based upon an ex- 
perience similar to that of a yery prominent general agent who has 
calculated that the agents hp tas appointed during his career have 
cost him an amount which, ‚divided by the number of producing 
agents finally developed, Mgkes these producing agents represent 
an average investment of $3,000. Certainly, the part-time man 
if the general agent spends lime and money upon him, becomes a 
permanent investment, and $f 3e leaves the company he yields no 
dividends on the investment end takes with him the hope of the 
repayment of principal investe¢, Another prominent general agent, 
writing in the Western Underwriter under date of November 11, 
1915, says in part: 

We do not license bank offic 
believe: ; 

First, that it is against modern methods in business. 

Second, that the practice is’ | businesslike. 

Third, that no banker can act! as a life insurance agent and take a commission 
upone life insurance transaction Shout in every such instance being unethical 
and in all too many cases, absolutely abusing a confidential relation. 


_ These reasons deal with what is considered a high type of part- 
time men and is the more itnpressive on that account. Many ad- 
dresses have been made 2t tapency conventions, and many articles 
have been published in insurance journals expressing in most em- 
phatie terms the undesira ilisy of the part-time worker as an in- 
guranoe agent: Te imon wizh such ideas who have injected into 
the arias to these seven | questions a tone of dissatisfaction~with 
parrun poet PErOnE joiees are raised in protest, however, 
agana Sanimmaton on fazer of the full-time agent. A very 
judicial article in the Weise Underwriter of Ocrober 21, 1915, 
works out as its theme: Avery man aiding in procuring an appli- 


cation participates in the ¢ rning and should be paid in proportion 
to the value of his se co! 
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‘ore or clerks, as part-time agents, because we 
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The drift of opinion among zeneral agents was probably accu- 
rately expressed in a perscnal interview with a North Carolina 
general agent who said in substance, “(So long as other agents are 
appointing part-time men in my territo™Y: I cannot afford to take a 
stand myself. The only way to elimidate part-time men is for all 
the general ager-ts in any given district to enter into an agreement 
not to appoint such men as agents.” , ; l 

Conventions and meetings of various life underwriters’ seer 
ciations have staged acrimonious debates regarding the part-time 
agent, which have resulted in many cas% in resolutions being passed 
and recorded against the employment °f the part-time man. It 
would be hard to escape the conclusio that the trend of feeling 
among general sgents is distinctly ag ast the man who does not 
devote his entire time and energies ta insurance, the notable ex- 
ception being the local representative if 2 sparsely settled country 


district. 
TEHE ATTITIDE OF = STATES 
t 


Circular letters were alsc addressed to the heads of the insur- 
ance departments of all the states. In this instance, also, the 
response was most gratiZving. Forty relies were received, and in 
several cases copies of statutes, court oe and clippings ac- 
companied the -etters. 25 

To the first question: Do the status of your state prohibit the 
licensing of part-time agents or restrict {heir activities in any way? 
thirty-nine answers were ~eceived, one ir the affirmative and thirty- 
eight in the negative, the one exceptio being Missouri. 

The second questicn was: Do the ee aerial < 
tae ede te d ie as ae b he discretion allowed con- 
sisted, in the majority of cases, in the p vilege of refusing a license 
to an applicant who hed violated the inst7?"°° laws, ee irom BIRS 
other cause, had acquired an unsavor reputan Se OSUAN e 
circles. No refer2nce is made to any distinction between full- 
and part-time men. 

To question three: De the statutes pr 
the insurance departmen: of an appli 
ten answers were rceivad in ths afirmati 
negative. The investigations provided f r ranged from a perfectly 


for the investigation by 
mt for an agent’s license? 
e and twenty-nine in the 
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routine set of interrogatories in connection with the application for 
license signed by the company only, to a more searching inquiry to 
be signed by the prospective agent and countersigned by the appli- 
cant company by way of endorsement. 

To the fourth question: If not, do they require a certification of 
character from the company the agent purposes representing? thirty- 
four answers were received, six answering “yes” and twenty “no.” 
But several of those answering “yes” were states in which the in- 
surance department as well investigated the applicant. In other 
words, the departments investigate through the companies. 

Question five, with one exception, was answered in the negative. 
It was: Do the statutes in any other way refer to part-time agents? The 
question would have elicited significant replies only if the statutory | 
articles referring to part-time men had been given, which, in this 
case, was not done. 

Only six departments out of thirty-two favored the unrestricted 
licensing of part-time agents, as was brought out by question six 
which reads: Does your department favor the unrestricted licensing of 
part-time agents? The reasr \given in one of these cases was that 
it seemed rather partial and vocratic to force a man to devote 
his whole time to the pursuit ot a particular profession or, in event 
of his desiring to devote only a part of his time thereto, to refuse 
him a license altogether. 

By answering “yes” to question seven: Does your department or 
legislature contemplate taking steps to regulate the pari-lime agent? 
two departments signified an active interest in the part-time ques- 
tion. In one state an agency qualification law is contemplated, in 
another an agency qualification law is to be recommended to the 
legislature which is convening as this article goes to press. 

From the answers given to these questions, one conclusion, at 
least, stands out prominently: The heads of the insurance depart- 
ments do not consider the agency problem one to be settled by them 
through legislative statutes or departmental rulings. This fact has 
been forcibly brought out at a number of Insurance Commissioners’ 
Conventions where, to every attempt to force the body to commit 
itself to some definite expression of opinion and course of action on 
the part-time agent question, the majority of the membership has 
always replied that the agency problem, whether whole- or part-time, 
was essentially the cornpanies’ problem, and that it should be set- 
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tled by them on an economic basis and in a spirit of codperation, 
without legislative assistance. 

This stand of tha daparsments seems justified from a purely 
common-sense as well as from a legal point of view. One of the 
few cases at law ever dzeidec upon the point is William Hansen v. 
North British and Mercantile Insurance Company in the New York 
Court of Appeals. Friafly stated, Hansen sold two policies for the 
company and requested his brokérage commission. The company 
refused him thie because he had no brokerage license. The insur- 
ance departmeni, in turn, Lad refused him a license because the 
statutes provided that a broker could only be liceñsed when he 
engaged “principally in the insurance business” or “in connection 
with a real estaze agency or real estate brokerage business.” This 
applicant for a license pracziced law as his chief profession. In 
deciding for Hansen, Judge Gray said in part, 

If the legislative act overstepped the limits, within which the legislature 
may regulate and rastrict the busimess pursuita of the citizen, then it was violative 
of the plaintiff’s constituticcal rights and was inoperative tc deprive him of the 
right to his brokerage. 

The appelate division, in tha first department, has held the statute to be 
“unconstitutional legislatior, and L think that we should affirm its determination. 

Thare is no good reason, and 20 public interest can, conceivably, be subserved 
in prohibiting persons from conducting the business of an insurance agent or 
broker, in connect.on with any otner lawful business, or occupation in which they 
may be engaged. 


If it is unconstitusionsl to prohibit the licensing of part-time 
agents, the insurance departments, however, have no such bar to 
recommending to every state an agent’s qualification law which 
would recognise the sacial importance of the life insurance profes- 
sion and be based upon an appreciation of the peculiar relationship of 
responsibility and trust besween the solicitor and the policyholder. 
This law, moreover, would increase its usefulness by requiring care- 
ful investigation of an applicant for an agent’s license and by giving 
the head of tke depazsmert discretionary power in the issuance of 
licenses. Suca machinery would go far towards guaranteeing that 
only life insurance sa_esmen of average and higher craracter, ability, 
and purpose would secure licenses. The part-time agent problem 
would then disappear to a large extent, without being directly 
legislated against, because, if part-time men could not meet the 
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requirements, they would not receive licenses. Moreover, if they 
could meet the requirements, there would be little inherently 
wrong with them, and again the problem would be minimized. The 
New York application for an Agent’s Certificate of Authority has 
printed in red upon its face: 


The department requires that there shall accompany each application for an 
Agent’s Certificate of Authority evidence that the company or 1t3 representative 
has investigated the qualification of the applicant to act as its agent. A written 
report of such inveszigation, giving the facts es to the character and experience of 
the applicant, countersigned by the officer who approves the application, must be 
attached hereto. 


And the department uses its discretion in issuing the license as 
is shown by the following quotation outlining their regular practice: 


The regular practice of this department is to issue such licenses only to men 
who intend devoting their entire time to the business of soliciting life insurance. 
This is a rule of the department which is not varied from excepting in cases where 
applications coming from men who propose to devote only a portion of their time 
to this business are eccompanied by the strongest recommendations as to compe- 
tency and trustworthiness, and also by some definite assurances to the effect that 
the applicant intends ultimately to engage exclusively in the business of soliciting 
life insurance, and that his application as a part-time man is made ip order to 
enable him to withdraw gradually from his present occupation. 


Such an attitude on the part of a department must go far to- 
towards eliminating part-time agents, because upon application for 
renewal of license, the truth of their previous statements of purpose 
to become full-time men can be verified. 


Tas ATTITUDE oF THE COMPANIES 


The next point to be considered, and by no means the least im- 
portant, is the attitude of the companies themselves towards the 
part-time agent. No attempt has been made in the preparation of 
this article to circularize them for this information. Tke reason for 
omitting to do so was that the majority most probably would have 
replied that the matter was one for settlement by their general 
agents and not by the home office. But can they escape all re- 
sponsibility and avoid all embarrassment by such an attitude,— 
assuming that the problem is embarrassing and involves executive 
responsibility? 

In an address delivered at the World’s Salesmanship Congress 
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in Detroit, Jul, 1916, the President of the National Association 
of Life Underwriters estimated that 60,000 agents cancelled their 
contracts with “ife insurance companies in 1915. In a great many 
cases these were men who hed received advances, been paid salaries, 
traveled to the home ofice at the company’s expense, or involved 
the company ir the expense of hunting them up and sending repre- 
sentatives to see them, and. finally, had probably run up rent bills 
and expense accounts. He states that in all cases the company at 
least had to pay for tne license, a rate book, and supplies. ‘‘The 
president of one of our largest fire insurance companies,” he said, 
“valued each fre agent at $250. These 60,000 failures, therefore, 
cost a figure that muss be edmittad as most conservative—$6,000,- 
000.” “It is a fact,” he asserted in another part of his address, 
“that large numbers of these agents are part-time agents.” Thus 
the companies are put to an actuel financial loss by part-time agents 
which is far from mace up in profits from the first premiums on 
whatever business they mey have originated. But in the address 
the largest lose to life insurance through these 60,000 agents is out- 
lined thus: ° 


Assuming that the failure of each >ne of these agents adversely advertised 
life insurance as a discouraging business, deterring others from taking it up because 
of their failure, tc an averaze, of four oshers, kindred and friends, it would mean 
800,000 persons looking discouragingly st life insurance as a business. 

Assuming thet each one of these before giving up the business interviewed 
during the average of perhaps one year’s time that these agents were nominally 
under contract, even fifty s20ple it would mean that 3,000,000 persons, less dupli- 
cations, had life insurenc2 presented to them probably in an ineffective, unin- 
telligent and inexperienced, if not bored method. 


The comvany, it would seem, therefore, from an executive 
standpoint, has very litle reason for wanting part-time agents on 
its books. 


Tan Vinws anD Nemps or THE PUBLIC 


Finally, Coes not the whole problem come back to the-insuring 
public? Whet do they nzed? And what do they demand? As 
they become more throughly educated in insurance they require 
more expert salesmanship; they make inquiries which necessitate 
a specialist ’s answer: they demand a quality and quantity of service 
‘which no part-time man can give. The day is passed when the 
average prospect is taken in blindly by catch phrases and smooth 
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talking. He knows today that he is entering into a legal contract 
with a responsible financial institution and he expects the repre- 
sentative of that institution to be in all respects worthy of the com- 
pany he represents, and the contract he recommends. Life insur- 
ance is more and more fitting itself to the complicated requirements 
of present day involved economic life, and the public will not be 
satisfied by the inefficient service that must necessarily be rendered 
by a part-time man. 


CONCLUSION 


What definite conclusions can be derived from the investigation? 
First, that among general agents there is a decided trend towards 
the ultimate elimination of the part-time agent; second, that the 
heads of the insurance departments, while not attempting any agency 
adjustment through legislative channels. are, nevertheless, in a few 
cases using their discretion in the licensing of part-time men and, 
more frequently, requiring a more or less searching investigation 
of the applicant; third, that the companies themselves are expe- 
riencing annually, through the part-time men, a large direct loss 
and a larger indirect loss; and fourth, that the insuring public have 
arrived at a point where more expert and efficient service than part- 
time men can render, is necessary to enlist their interest and secure 
their patronage. 

In the metropolitan districts, especially in the larger cities, all 
part-time men could be discontinued without seriously affecting the 
volume of production. The field in such districts lends itself 
naturally to intensive soliciting and can be much more thoroughly 
and efficiently covered by whole time men working without the 
interference of part-time men. The country districts, however, 
are not yet ready for the eliminetion of the part-time man. He fills 
areal need there. Where, on account of sparse and scattered popu- 
lation, a man devoting all of his time to soliciting would have to 
travel long distances and cover a large territory, thus being unable 
to establish a personal relationship with his policyholders and to 
keep them interested in their insurance, a man, devoting only a part 
of his time to insurance and supplementing with other business to 
fill out his income, could supply the insurance needs of his imme- 
diate community and keep in close personel touch with all his clients. 
As such communities, of course, become more densely populated, 
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their need for part-time men, at best a compromise with temporary 
conditions, disappears. Since by far the greatest bulk of insurance 
is written in the more densely populated communities and, since 
these communities are incr2asing continually in number and extent, 
the supplying of them with full-time insurance agents to the exclu- 
sion of part-time agents ig an immediate and constant problem. 

The present investigation furnishes these suggestions for 
definite action toward the solution of the problem: a concerted ac- 
tion on the part >f the insurance departments z0 have agency 
qualification laws passed which will require a searching investi- 
gation to ba made of all applicants for licenses, and will 
grant to the heads of the departments discretionary powers in 
the issuance of licenses; a demand by the public upon the in- 
surance companies and their agents for a quality of service to which 
they are justly entitled ard which can be furnished only by scien- 
tifically trained experts devoting their whole time to the business; 
and finally a determination by mutual agreement among the several 
insurance companies and the general agents of the companies to 
codperate vigorously in discontinuing the appointment of part-time 
men in every community where full-time men can more efficiently 
perform the work. 

If, as it seems, the gradual elimination of the part-time man is 
a thing to be effected, the insurance departments and the insuring 
public should do their part in hastening this accomplishment. But 
if actual and immz2diate rasults are to be obtained, too great stress 
cannot be laid on this final recommendation. The companies and 
their general agents have it in their power to cancel every part-time 
contract at any time they may determine upon. They are pre- 
vented only dy lack of ccdperaiive action and by considerations of 
expediency. In tke last analysis the ultimate solution of the problem 
must come through and by them. 


? 


AMERICAN FIRE WASTE AND ITS PREVENTION 


By Fransu H. WENTWORTH, 
Secretary-Treasurer, National Fire Protection Association. 


The European peoples point to the fire waste of America as 
evidence that the American people are the most careless and irre- 
sponsible individuals in the civilized world. This is not a flatter- 
ing tribute. It behooves us to inquire if the charge be true, and if 
so how we may mend our unpleasant reputation. Statistics show 
that in the United States and Canada the fire waste is roughly ten 
times as much per person as in Europe. This contrast is partly 
explained by the facts that there are more people in Europe upon 
whom to figure this percentage and that more buildings in America 
are constructed of wood. Outside of Constantinople with its un- 
sanitary conditions, European cities are seldom visited by such 
sweeping fires as have devastated the American cities of Chicago, 
Boston, San Francisco, Atlanta, Baltimore, Chelsea, Salem, Paris, 
Tex., Nashville, Augusta and others. American building con- 
struction is inferior to that of Europe in other respects. A poorly 
built city with numerous wooden buildings awaits only the right 
kind of a fire on the right kind of a night for its complete destruc- 
tion. 

Of the personal hardships, individual sufferings and economic 
disasters which follow the burning of a city, too many American 
cities can testify. The economic significance of these fires is not 
confined, however, to the cities that burn. Every fire, whether it 
consumes & whole city or only the roof or other portion of an indi- 
vidual house, has to be paid for. A burned house or city does not 
replace itself. Food, clothing and shelter are produced only by 
human effort, and labor expended in replacing waste is withdrawn 
from producing more things for the satisfaction of human needs; 
hence every fire makes every man’s struggle for a living harder by 
compelling him to spend for his neighbor’s waste what he might 
otherwise spend for his own comfort. 

Our annual waste of $3 per capita means that every man, 
woman and child pays $3 a vear for fire waste. That means that 
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the man with the average family, his wife and three children— 
a family of fiv2—pays $15 £ year fire tax. The United States gov- 
ernment in its reports edds to this fire waste the cost of maintain- 
ing fire departments, which is as much mora. This means $30 & 
year to the average family. If on some blue Monday in every 
year a representative of ths government were to come around and 
ask us each for a check for $30 to pay our share of the national care- 
lessness, then we should -eslize what we pay. But we do not real- 
ize that we pay it, because this tax is indirect. 

The big manufacturers and the big merchants know that this 
fire expense is a tax. Thy equip their premises with automatic 
sprinklers. They put in protective apparatus. They get the low- 
est insurance rate they can because it helps them to compete; but 
the man in the str2et, the ordinary man, does not know how this 
fire waste is paid. Take wool, for example. Wool in the ware- 
house is insured—that is a tax. It is insured in transportation, 
and there it pays a fire tax. It is insured in the texile factory where 
it is worked up into cloth. It ie insured in the clothing store, in- 
sured in the teilor shop, in the department store, and all the way 
along this fire tax is added to the cost, and when we buy à coat, we 
pay it. Every stock of gcods that is insured carries this tax, and 
it is passed along to the tltimate consumer. The masses do not 
know that they pay it. ‘They do not realize that when they buy 
a hat, or a pair of shoes, or a suit of clothes, ar anything which goes 
through the regular channels of industry—production, distribution 
and exchange—thev psy tlis tax. Not realizing it, they are indif- 
ferent to fire. They think fire dces not affect them. 

The fire loss ir the United States and Canada for the last ten 
years has avereged $260,00C,000 a year. What might we not do with 
that? We might build roads, canals, improve our harbors,, build 
battleships—if we have no less mediaeval usa for our money. We 
could do a great many things with $230,000,000 a year. What 
country can stand s drain like that? Suppose we were to throw 
into the sea $230,00C,000 in wheat or ccrn or cotton, or lose 
$230,000,000 out of ouz national treasury. Then we would realize 
that we are being impoverished by this waste. But we have lost 
the faculty of being moved by an ordinary fire. In Europe a 
$100,000 fire stocks tae entire continent. All the papers in Con- 
tinental Europe comment en it, wanting to know how it occurred, 
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who was responsible for it, whether the conditions obtaining in the 
city where it occurred can be found elsewhere, so that such a fire 
might be duplicated. But here in America, if we take up the morn- 
ing paver and do not find reports of two or three $100,000 fires we 
think it has been a dull evening! 

We are the most careless people with matches on the face of 
the earth. In Europe, if you want matches you have to go where 
they are kept. In America matches are everywhere; on our 
bureaus; in our desk drawers; on the mantel-pieces; library 
tables; in all our old waistcoat pockets in the closets. If we wake 
up in the middle of the night and reach out and cannot find a match 
we feel insulted! And yet every match is a potential conflagra- 
tion. Fire from a single match may burn a whole city. 

The fire waste touches the pocket of every man, woman and 
child in the nation; it strikes as surely but as quietly as indirect 
taxation; it merges with the cost of everything we eat and drink 
and wear. The profligate burning every year of $230,000,000 in the 
value of work of men’s hands means the inevitable impoverish- 
ment of the people. This fearful loss, spread over the entire busi- 
ness world of America, is beginning to manifest its impoverishing 
blight. The people feel it without yet being awake to its cause. 
Their awakening is retarded by the prevalence of the foolish notion 
that the insurance companies pay this colossal tax. But how 
could they, and remain solvent? They are mere collectors and 
distributors of that portion of this tax which is represented by their 
policies. Half of it they never touch; it falls upon the householder 
direct. San Francisco and Salem do nct pay for themselves. We 
all help pay for them. And next year San Francisco and Salem, 
risen from their ashes, may help to pay for other cities. There is 
but one way in which we can escape the periodical paying forone 
another, and that is for us all to begin rational building construction 
and then protect what we have builded against fire. 

It is the ever-present conflagration hazard which makes any 
approach to scientific fire underwriting impossible. The con- 
flagration hazard is not confined to any one city or state. It is 
present in every city and state in the Union. We have built 
largely of wood, and sooner or later we must pay the penalty unless 
we can find some way in which to protect our cities. 

There is a way to solve this conflegration problem—not ab- 
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solutely, but at least relacively. We cannot be expected to tear 
down our cities and rebuild them of fire-resisting material; the 
cities must be protected aschey stand. In the heart of nearly every 
city there are streets crossing at right angles, along which for a 
very considerable distance are buildings of brick, stane and concrete. 
This shows a more or less complete Maltese cross of buildings which 
are not wood and which operate to divide the wooden-built district 
into quarter sections, end which might hold a fire in any one of these 
sections if they w2re equipped to do so. These brick and stone 
buildings are ordinarily va-_ueless as firestops, because their windows 
are of thin glass and their window frames of wood. At Baltimore 
and San Francisco tke corlagration attacked such buildings easily, 
breaking out the panes, consuming the frames, and converting 
every story cf these bricx structures into horizontal flues full of 
combustible contents. Bzick and stone buildings are logical and 
capable firestops if the fue can be kept out of them. The small 
city that will trace out its Maltese cross of such buildings and equip 
them with matal window frames and wired glass will immediately 
possess the equivalent of substantial fire walls crossing at right 
angles in its center, dividing it into four sections. By such a simple, 
inexpensive, but yət strategic procedure many a city may save itself 
from the destruction which now awaits only the right kind of a fire 
on the right kind of & night. 

I have raferred in this plan merely to the smaller cities, but it 
is obvious that this fcrm of protection is equally imperative in the 
brick, stone and concrete distzicts of all large cities where great 
values are housed in close proximity. Fires in the large cities 
entail an enormous wast2 because of the great values assembled 
there. We must come eventvally to the equipment of all com- 
mercial, factory and office buildings with metal window frames and 
wired glass. This wil mean the abolition of the conflagration hazard 
in our cities. Fires will then be unit fires, extinguished easily by a 
competent fice department within the building in which they orig- 
inate; for the protection of window openings not only prevents 
fire from entering, but prevents fire from issuing cut of the burning 
building. We may expect an occasional exceecingly hot fire to 
break down she defenses of an adjoining building but it is obvious 
that a conflagration could not get under way among buildings of 
fire-resistive conszruction with properly protected window openings. 
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Having thus fortified city buildings one against the other, ex- 
tensive fires within individual structures can be prevented by the 
use of the now well-established automatic sprinkler system. The 
automatic sprinkler applies the water without the help of human 
agencies while the fire is still incipient. It will operate in a dense 
smoke as well as in a clear atmosphere. It will not throw excessive 
deluges of water in wrong places as the fire departments are con- 
tinually forced todo. With our window openings protected and our 
buildings equipped with such extinguishers, the conflagration hazard 
in mercantile districts will be eliminated. There will then remain 
for consideration our immense residence districts constructed almost 
wholly of wood surrounding the mercantile centers, like fagots 
around a funeral pyre. We can lessen the loss here by the abolition 
of the use of wooden shingles. 

The prohibition of the wooden shingle roof, which is now gen- 
erally recognized as a conflagration breeder, is today almost uni- 
versal within city fire limits, and from the more enlightened com- 
munities it is excluded altogether. Burning shingles can be carried 
great distances by the wind or draft of a conflagration, and when 
they alight in their turn upon other dry shingles, they make fearful 
havoc. 

Tt will not be necessary to remove ell shingle roofs immediately. 
An effective city ordinance might require all roofs constructed in the 
future to be of incombustible material, and that all roofs which shall 
hereafter require repair to the extent of one-third of their area shall 
be replaced with incombustible roofs. The modern shingle is thin, 
and the machinery which now makes it leaves a fuzzy surface which, 
after a period of drought, becomes like tinder. Without shingle 
roofs, flying brands would not be carried over the brick centers of 
the city by the wind. 

Outside of the abolition of the shingle roof, we must look for 
the protection of our homes to the corrected habits of our people. 
We must look carefully after the heating apparatus of our homes, 
giving them the constant and necessary attention demanded by 
receptacles containing fire. The building of proper flues and chim- 
neys is especially necessary in connection with residences. Then 
we must have a general revision throughout the country of our 
building codes. We must stop the building of a certain shoddy class 
of buildings and we must limit the height of all buildings. In 
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Boston, build-ngs arə limited to 125 feet. There is no reason 
why cities thet can expand, and which are not bound by physical 
barriers, shou'd follow the example of New York and erect ab- 
surdly high kuilding3. They inflict an enormous expense upon 
the city for fire prosection. 

There are othe- matters, however, to which we must give proper 
thought.’ Among żhem is the best use of the fire~ighting agencies 
. which have been esteblished and which are maintained at a great 
cost by our people. 

The menzal habits of a people are a vital fastor in affecting 
social progress. It is the mental habit of our people to assume that 
fire departments are maintained for the exclusive purpose of ex- 
tinguishing fires. It is obvious, however, that fire departments 
have large possibilities for service in preventing fires; a service 
which is, I regret to say, yet largely potential. . In every fire de- 
partment uniformed firemen should be regularly detailed for in- 
spection servize. Three or four hours a week for each man, going 
into basemenzs, attics, courts and alleys, keeping down accumula- 
tions of rubbish—~which spring up over night—locating the storage 
of infammab-e oils and explosives, would keep the city clean of its 
most persistent fire dangers. Every fireman should in turn cover 
every section in the course of six months. One would thus check 
up the inspeczions of the other, and local conditions would become 
a matter for educasive conversation about headquarters. 

There is, however, a most important result to be achieved by 
such an inspection system over and beyond keeping the city clean; 
and that is tae ecucation of the fire-fighters in the exact physical 
character of the city. To know exactly which passageways are 
open and which are closed; to know which are fire walls and which 
are not; to have a mental picture of the exposures, the windows, 
the roof operings, the cornices, and all the other physical details 
important in fire-fighting, would so heighten the team work of a 
department that, like expert swordsmen, they could make their 
thrust without loss of time straight at the vulnerable part. There 
are a few cities in the United States where such practice, partially 
in effect, has already demonstrated its singular efficiency. The 
citizens of every town and city should demand this sort of service 
from its fire dspartment. 

Then we must begin to place the responsibility upon the in- 
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dividual for fires. It is difficult to do that, I know, and yet it can 
be done. In France, if you have a fire and that fire damages your 
neighbor’s property you have to pay vour neighbor’s loss. That is 

-very educative! It would be a very good thing if we had such a 
law in America. We can fix responsibility, however, and we can 
change our attitude of mind toward the man who has fires. When 
we look upon the man who has a fire as one who has done an un- 
neighborly thing, as one who is a public offender unless he can 
prove that he was in no way responsible for that fire. then we will 
have begun to make headway. We must have inquiry into the 
causes of all fires, not merely an inquiry into the fire which is sus- 
pected to be the work of some incendiary. Nearly every fire is the 
result of some carelessness; and the careless man must be held up 
to public criticism as a man who has picked the pockets of the rest 
of us; because that is what it is in its last analysis. When we get 
fire marshals in every state or province who shall inquire into the 
causes of fires, I believe we will begin to correct our personal habits 
in respect to the things that cause fires. In New Yorx City and in 
Cleveland, Ohio, the man who ignores a fire prevention order must 
pay the city for the services of the fire department if fire occurs on 
his premises. This is also the law in the State of Pennsylvania 
for cities of the second class. 

In conclusion I have set down certain specific suggestions to 
property owners which, in view of the above, may help a personal 
consideration of this problem, and an understanding of what citi- 
zens may do to solve it, both for their own good and the good of, the 
cities in which they live. 

Property owners can do good service both in their own interest 
and in the interest of their community ir this matter by first caring 
for the fire hazard of their,own property, and then helving in any 
general local movement to eliminate the fire hazards from their 
city. 
In a study of one’s own property he should give specific at- 

- tention to the following items: 

Exposure Hazard. Ifyour premises are surrounded or exposed to 
property that is inflammable or otherwise hazardous, you are paying 
for this danger in your insurance rate. Study your lacation and 
your exposure hazard and the reasonable means of betiering your 
own property (such as fireproofing doors and windows and outside 
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walls, extending fire wals above roof, non-combustible roofs, etc.), 
eo as to minimize this physical exposure hazard. 
_ Construction. A large part of your insurance rate is always based 
on deficiencies in physical construction of your property. Study 
this (such as unprotected and horizontal openings, too large areas 
undivided by fire walls, concealed spaces, etc.) and ascertain how 
_they may be reasonably remedied, and how such improvement 
will reduce your insurancs rate. 

Protection. The best located and constructed property in the 
world without adequate fire alarm and extinguishing facilities may 
suffer from fire either in building or contents, or both. Burning 
contents often ruin so-2alled fireproof buildings. Study the de- 
ficiencies of your property in this respect and better them (by in- 
stalling metal waste ard ash cans, fire buckets, chemical extin- 
guishers, automatic sprinkler or standpipe systems, etc.), and you 
may find the investment highly profitable in the reduced hazard and 
tate. 

Occupancy. Evezy business has inherent in it certain dangerous 
fire hazard character:sties. Study the nature of your business and 
properly care for and isolate material or processes which may 
unduly occasion or accelarate fires. 

Equipment. Virtuelly all property must be heated, lighted and 
ventilated, and all this equipment, in addition to epecial apparatus 
required by almost every business, has fire hazard. Study the 
character of your equipment thoroughly before purchasing, and 
improve that which ycu now have. 

Management. Keep your property clean. Half of all Ameri- 
can fire waste comes from careless accumulation of dirt and rub- 
bish, and disorder. Teach your people cleanliness and order, and 
organize them to detect and extinguish fire, and how to call the 
public fire departmens cuickly when necessity requires. 

Every owner can apply in his factory, apartment house, ware- 
house or home the foregoing correctives, which constitute the es- 
sentials of fire preventicn. He can also join any other good move- 
ments in community accion to carry out this program, and to study 
and get prepared and enforced reasonable legal regulations whereby 
such correctives may be demanded in the law, and finally can back 
up public officials in seemg that they are applied. 

The American paople are not dull in comprehension, nor are 
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they slow to act once the necessities of a situation are made clear to 
them. The awakening manifested by the annual observance of 
“Fire and Accident Prevention Day” in many of the cities of the 
United States, by the appointment of fire marshals and the amend- 
ment of fire marshal laws; and by the teaching of the fire hazards 
in many public schools, indicates that we as a people will not much 
longer tolerate our pitiful impoveriskment by fire waste. It is 
true that so long as our wooden cities stand they must occasionally 
suffer disastrous fires, with, oftentimes, shocking loss of life; but 
with the growing disposition to hold our citizens personally re- 
sponsible for their carelessness, many of our most prolific causes of 
fire will disappear. 
Our civilization grows daily more complex. Every man’s life 
is becoming more inextricably linked with the lives of others. An 
-injury to one is increasingly an injury to all. Out of a proper 
realization of these facts is coming a larger sense of civic responsi- 
bility. As citizens of a common country and brothers of a great 
international family, we may some day evolve a civilization in 
which there shall be no waste and in wich the thought of the com- 
mon good shall be the profoundest impulse in the hearts of our 
people. 


RATE-MAKING ORGANIZATIONS IN FIRE INSURANCE 


By ROBERT Rem, Pa.D., 


Instructor in Insursnc3, Wharton School of Finance and Commerce, 
Univeraty of Pennsylvania. 


Tua ANTAGONISTIC PRINCIPLES OF COMPETITION AND 
Co6PERATION 


During the recent cevelopment of fire insurances in the United 
States the problem of the medium or agency through which rates 
should be promulgated has given rise to two radically different 
solutions. , These solutions are irreconcilable mainly by reason of 
the opposing p-emises upon which they rest. One‘presupposes that 
competition is the most effective method of securing justice in rates 
as between communizies, classes of risks and persons, while the 
other assumes that the greatest measure of equity will be attained 
through coöperation. 

The trend of thought of the advocates of competition is based 
upon history and analogy. Having observed instances of large 
combinations exacting exorbitant profits through freedom from 
competition, their conclusion is that lack of competition is the cause 
of extortion aad that restoration of rivalry is the logical remedy. 
What more nstural than to apply such a general conclusion to the 
business of fire insurance with the resulting. conviction that the 
public welfare in this field will be best protected by denying com- 
bined action with respest to rates of premium? In this predis- 
posed state of mind every united effort of underwriters is viewed 
as inimical to public welfere, and every association as a ‘‘com- 
bination in restraint of trade.’’ Thus an association of agents 
in Missouri, designed to sezure concerted action in the quoting of 
fire insurance rates, was characterized by the court as “a plain, 
palpable, but bungling pool, trust, agreement, combination, con- 
federation and understanding, organized to avoid said anti-trust 
statute.” ! The inevitable result of such convictions is the enact- 
ment of anti-monopoly, anti-trust and anti-compact legislation. 


1 State v. Firemens Fund Ins. Co., 150 Mo. 118 (1899). 
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The reasoning of those who extol the benefits of coöperation 
coincides with that of the advocates of competition as far as a 
portion of the argument is concerned, agreeing that combinations 
have at times proved detrimental to public welfare. But here the 
similarity in thought ceases. Those who favor- coöperation main- 
tain that combinations and monopolies are not killed but fostered 
by competition and that a greater evil, discriminetion between 
consumers, is traceable to the unregulated endeavor to obtain 
business. Applying their thought to the field of fire insurance, 
combinations of underwriters were an economic necessity because 
militant competition had not merely made the business unprofitable 
but had threatened the very existence of many companies. Those 
in the occupation believed that if such conditions continued a sur- 
vival of the strongest would inevitably result and all the business 
fall under the absolute control of a few large companies. The only 
remedy appeared to be associated action. On the other hand this 
competition was resulting in discrimination between individual 
policyholders, but with no benefit to policyholders as a class. Ina 
struggle to obtain business each company felt justified in offering 
inducements where necessary to secure the risk and the richest 
and most powerful property owners were those who secured the 
greatest concessions. These were at the expense cf the weak, of 
course, since in the end aggregate premiums must be sufficient to 
pay aggregate losses and expenses. In many companies, where the 
sacrifices made in some directions could not be counterbalanced in 
others, safety and continued existence were endangered. The small 
insured, therefore, not only derived no benefit from the cutting of 
rates but saw the value of his indemnity—which depends upon the 
strength of the insurer—steadily depreciating. Inasmuch as busi- 
ness was secured through agents, furthermore, competition caused 
commissions to rise to exorbitant figures at times, to the added 
burden of the insured. 

Such are the facts and conclusions furnished by the advocates 
of competition and their adversaries and the history of fire insurance 
legislation affecting rates is largely a history of the conflict of these 
two ideas. 

Tum DEVELOPMENT OF CoUPERATION 


Relatively early in our history dissatisfaction with unhindered 
competition and its attendant rate-cutting was apparent. Advances 
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toward united effort. however, were spasmodic and results merely 
temporary. In New York City, for example, a rate agreement was 
made in 1821, but by 1825 the number of rew companies formed 
so increased competition as to cause its abandonment. In 1826 
an association was formed for similar purposes but by 1843 had 
ceased existence. In 1845 rates were again raised to a profitable 
basis, and from 1849 to 1865 New York City witnessed the estab- 
lishment of no less than seventy new companies. Similar experi- 
ences are recorded in the annals of the Hartford Board of Fire 
Underwriters and other long-established boards. In 1866 an effort 
of far greater scope brought about the formation of the National 
Board of Fire Underwriters, composed of seventy-five companies, 
with the common purpose to “establish and maintain, as far as 
practicable, a system of uniform rates of premium.” 

A rating bureau was organized by the National Board and the 
United States divided into six territorial departments for the pur- 
poses of rate-making. In 1868 thirty-seven leading companies 
entered into the “Chicago Compact,” pledging themselves to remove 
any local agent upon the second conviction for violating National 
Board rates. But oy 1870 it was officially though reluctantly 
acknowledged that rates were not being generally adhered to and 
they were suspended. Following the Chicago fire in 1871 and the 
Boston conflagration in 1872 premiums were again temporarily . 
maintained, but by 1876 conditions had returned to the usual state 
of demoralization, and in 1877 the rate-making function of the 
Board was abandoned in favor of local and sectional boards of fire 
underwriters, which have continued important factors until the 
present time. Practically the entire country is now supervised by 
a group of associations and bureaus.? 


Tur NATURE AND SERVicHS OF UNDERWRITERS’ ASSOCIATIONS 


Classification of Associations. On a territorial basis, associa- 
tions of fire underwriters may be classed as national, sectional and 
local. Since the relinquishment by the National Board of the 
rate-making function, the national associations have concerned 
themselves with educational and technical activities such as the 
promotion of harmony, correct practices, repression of arson and 


2 Bee map on page 176. 
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incendiarism, compilation of statistics, securing the adoption of uni- 
form policies and clauses, promoting equitable adjustment of losses, 
encouraging improved and safe methods of building construction, 
fire protective measures and adequate fire departments. These 
associations, although of the highest importance, were not directly 
connected with fire insurance rates from 1877 to 1914. 

The respective territories of the sectional organizations include 
from one to thirteen states of the United States. The Western 
Union, for example, approximately covers the Middle West; the 
Association of the Middle Department has jurisdiction in Pennsyl- 
vania, Delaware, Maryland and West Virginia. Such organizations 
perform, in a broader way, functions similar to those of the local 
boards, described later. The following map shows the jurisdiction 
of a number of the prominent sectional organizations: 
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But in many cities of great importance in the states controlled 
by sectional organizations we find local associations exercising 
authority over fire rates. This is true, for example, of New York, 
Philadelphia, Boston and Baltimore. The term “local” is some- 
what general, but is best restricted to an association operating 
within a large city or in the adjacent suburbs. Local associations 
may be subclassified as urban and suburban. Thus the New York 
Fire Insurance Exchange confines its activities principally to Man- 
hattan, the Bronx and Brooklyn, while the Suburban Fire Insurance 
Exchange supervises four adjacent counties and certain other 
specially designated territory. The following maps show typical 
examples of division of territory between such associations: 
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Organizaticn of Underwriters’ Associations. As is true of many 
business associations of the present day, the government of the 
exchanges is in the maim a government by committees. An execu- 
tive committee, usually elective, is in general control of all the 
activities of ths organization, exercising universal supervision but 
delegating a large portion of the actual work to a number of stand- 

“ing committees. Four such committees at least cre usually found 
in all associations. A 2ommittee on brokerage prescribes rules for 
admission to the association, investigates applications for member- 
ship and issues certifisates to the successful applicants. In some 
cases this committze acts as a court to investigate complaints 
against members but an appeal may generally be taken from its 
decision to an arbitration committee. The latter hears these and 
other cases which lie within its jurisdiction. and upon conviction 
imposes the appropriate penalty, usually consisting of a fine, en- 
forced cancellation of policies involved, or of preventing the offend- 
ing member from wrizing a particular risk or risks, either directly 
or by reinsurance, for one year. The latter may involve consider- 
able loss of business. For grave offences the accused may be ex- 
pelled. A committee on losses and adjustments usually exists for 
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the purpose of promoting good prectice and equity ia the settlement 
of fire losses. In some cases such committees have been instru- 
mental in obtaining the adoption of uniform rules to govern com- 
plicated adjustments. One of the most important committees is 
the committee on rates, which deals directly with the larger prob- 
lems of rate-making and delegates certain duties to the secretary 
of the exchange and an inspection and rating department. Through 
the committee on rates the association fixes specific and minimum 
rates for the writing of insurance, which are adhered to throughout 
its jurisdiction. A minimum rate applies to all risks of a same 
general description, such as dwellings. Specific rates are raies on 
individual risks specified by location and description, and usually 
arrived at by the use of “schedules.” 

The Economic Functions of Underwriters’ Associations. From 
the brief description given of competitive conditions and the origin 
of associations it is evident that they were economic necessities. 
One of the founders of the National Board said in 1866: “Without 
an organization of this kind insurance companies would be in the 
position of Kilkenny cats. They would devour each other and 
leave nothing but the tips of their tails.’? Formed to meet an 
economic need they have performed an economic service, although 
the benefits of their activities are often lost sight of in the criticism 
of their mistakes. _ 

1. The Promotion of Economy. In the first place they have 
encouraged economy in the fixing of fire insurance premiums. A 
common organization now performs for all companies in an efficient 
manner the work which was once performed by each company 
individually in any manner it saw fit, accomplishing an enormous 
saving in labor and expense; and it must be remembered that the 
insured’s premium peys‘for expenses as well as losses. Coincident 
therewith have come the benefits of specialization and division of _ 
labor. Instead of a company representative inspecting and rating 
. at the same time, a trained inspector hands over the result of his 

labor to a department trained to apply the appropriate rating 
schedule to the conditions as set forth in his report. In the second 
place, through the establishment of uniform rates of commission 
to brokers and agents, the acquisition costs have been kept lower 


3? Mark Howard, at the convention called to organize the National Board of 
Fire Underwriters 
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than would otherwise Lave been the case. Regulation of commis- 
sions, it must be admitted, has not yet reached the standard of 
regulation of rates, but it has eliminated the former enormous 
sporadic increases of commission rates during influxes of competi- 
tion. Likewise it has done much to eradicate the evils of the re- 
bate, which entails z preference of one policyholder over another. 
Thirdly, the association has provided codperative action against 
legislation prejudicial tc the companies and often to both the 
companies and the pubic, as for instance, valued policy and retalia- 
tory laws. A protective alliance is the only defence against state 
legislation which one yzar permits companies to employ a common 
expert to make rates and the naxt year makes any combination of 
this nature a penitentiary offence. 

2. Standardizatior. The associations have in many ways 
promoted the standardization of rates and rating systems. They 
have furnished a permanent means for the constant study of the 
process of arriving at an equitable rate and have been of vast 
assistance in the formation of rating schedules, waich mark the 
great steps in the development of fire insurance rating from a guess 
toascience. Partially successful schedules once attained, they have 
furnished a medium or agency <or the application of the same with 
the least cost. One of their greatest services has bean the creation 
of uniformity in charges and the prevention of discrimination be- 
tween localities, classes of risks, kinds of policies and persons. They 
have eliminated the rate-wars previously referred to, with their 
demoralization of kusiness and deterioration in the value of the 
ingured’s policy. They have attempted the classification of loss 
statistics, although this activity never reached adequate importance 
until 1914, when the National Board of Fire Underwriters again 
interested itself in she subject of rates. Through the medium of 
certain associations standard tables have been adopted for quoting 

“rates on insurance for a term o? less than one year, Enown as short- 
rate tables. The fire insurance sssociations have also been instru- 
mental in the adoption of a standard fire policy, zhe meaning of 
which has been largely settled by the courts, and the adoption of 
standard endorsements and clauses adequate to meet exceptional 
circumstances. 

3. General Results. In addition to the above, the establish- 
ment of associations has had certain beneficial results difficult to 
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classify, such as the elimination of objectionable practices, expul- 
sion from the business of undesirable members, mutual counsel, 
mutual assistance and prevention of and protection against fire. 


$ 


DEVELOPMENT OF THH PRINCIPLE OF COMPETITION 


The Common Law.4 In the absence of anti-trust statutes, or 
where these laws have been held not to apply to combinations of 
insurance companies, the common law is available for the redress of 
real or fancied public grievances. For many years this was the 
only protection in some states against combinations prejudicial to 
general interests and we find several cases of proceedings against 
underwriters’ associations under the common law. Its principle, in 
brief, is that any agreements in restraint of trade which are against 
public policy are void and unenforceable. They are sometimes 
called “ilegal” but only in tke above sense, it is generally admitted. 
Every case brought under the common law must, therefore, be 
judged in the light of the attendant circumstances. Does the asso- 
ciation unduly restrain trade or is it contrary to public policy? 
Full discussions of the application of this principle to various other 
businesses can be found elsewhere’ and we may consider here only 
cases directly involving fire insurance. 

The general principle stated above was upheld by the court in 
a comparatively recent case in the following words: “The most that 
can be said as to the combination to fix, regulate and control the 
business of fire insurance in the city of Newport News is that it was 
an agreement in restraint of trade. But agreements merely in 
restraint of trade are not illegal in the sense that they are either 
indictable or actionable.” © In another case a party to an agree- 
ment complained when its terms were applied to him but the court 
refused him aid inasmuch as he had “caused the injury of which he 
complained by his unlawful acts.” 7 

Associations of fire underwriters have been attacked on the 


4 For a more detailed consideration of cases involving fire underwriters’ asso- 
ciations see the author’s Fire Underwriters’ Associations in the United States, 
Chronicle Co. Ltd., N. Y., 1915, pp. 53-55. 

5 See Report of Commissioner of Corporations, 1915, on ‘Trust Laws and Un- 
fair Competition.” 

6 Harris v. Commonwealth, 73 S. E., p. 563. 

7 Beechley v. Mulville, 102 Iowa 602. 
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ground of pubke policy; and under such circumstances it was 
necessary to shcw that unreasonable restraint affecting the public 
interest was exercised or that insurance should be considered an 
article of necessity. The view that insurance is affected with a 
public interest is well supported, but there is little ground for con- 
sidering it an indispensable necessity of life. Owing to the difficulty 
of showing unreasonab-e res:raint or the importance to the publie 
of fire insurance, actions under the common law have not been very 
successful, althcugh in some cases the courts have held certain acts 
of associations, such as regulating the intercourse of members, pro- 
hibiting members from having more than two agents in congested 
districts of a city, requiring the cancellation of risks written at 
other than the board rates, etc., to be contrary to public policy, 
void and illegal 

Anti-Trust Statutes. With the development of the antipathy 
to the so-called “trusts” came ths enactment of laws forbidding in 
general terms combingetions which were designed tc regulate com- 
petition or enhance or mainzain prices. These laws were applicable 
to “trade,” “commerce,” “business,” “dealings in commodities,” 
etc., and the question 300n arose of whether or not insurance might 
be considered within the scope of such expressions. 

In several cases it was held that insurance could not be con- 
sidered “trade” or a “commodity” in the sense in wich those words 
were used in the statutes and that only by a strained construction 
could it be included within the term “‘commerce.” The effect of 
such decisions was avoided in Texas by the insertion in the statute 
of the word ‘‘business.” To include insurance wishin their juris- 
diction the laws referred to would have had to be very specific and 
accurate in wording, and being designed to have s broad applica- 
tion, this they seldom were.® There is still doubt iñ some states as 
to whether or not laws of this type are applicable to insurance or 
not. Thus the secretary of state is of the opinion that the anti- 
trust law of Mississippi may be so construed.!° 

* For citations of laws cf this nature existing in at least thirty states on Jan- 
uary 1, 1914, and court oases which have arisen under the same, see the author’s 
Fire Underwriters’ Associations in the United{Siates, pp. 55-56. 

? For citations of cases involving thesefpointa see Fire ‘Inderwriters’ Assoc- 
iations in the United States, pp. 55, 56. 

1t Spectator Co., Fire Insurance Laws, Taxes, Fees, 1915, p. 126. 
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Anti-Compact Laws." Since ıt was doubtful, to say the least, 
whether insurance might be considered as within the scope of a 
general anti-trust statute, laws specifically enumerating insurance 
as a subject for legislation were passed which, in brief, forbade any 
combination or agreement for the purpose of regulating or fixing 
the “price or premium to be paid for insuring property against loss 
or damage by fire.” Since the power to regulate insurance does 
not rest with the federal government, combinations to fix rates on 
business written within the state are valid subjects for the exercise 
of state powers, and in one case the court held such regulation of 
business to be a proper exercise of the police power. The state may 
expel from its territory companies which unlawfully participate in 
pools and combinations. Briefly summarizing the decisions on the 
validity of state action, they are to the effect that anti-compact 
laws do not violate state or federal constitutional provisions em- 
bodying right of contract, “equal protection of the laws” and ‘‘due 
process of law.” 
if Various devices have been invented to evade the effect of such 
legislation, but with little success. Where agents formed an asso- 
ciation the rules of which required the stamping of policies for the 
purpose of supervising rates and where an independent rater sold 
to the companies rates which were maintained by having policies 
pass through a “stamping department” the courts held that these 
were illegal attempts to evade the spirit of the law.# No tendency 
to limit the application of these laws is apparent, as in 1912 com- 
binatiorns to maintain rates, defined by law as “trusts,” were again 
held to be unlawful. 

Defects of Competition as a Basis for Rates. All of the laws 
which have been thus far considered have had as their basic prin- 
ciple the idea that equitable rates and public benefit could be 
secured by repressing rates through competition. All actions 
against associations under the common law, under anti-trust 
statutes, and under laws prohibiting agreements regarding rates 
to be charged, were designed to keep insurers in a contest where 

u For citations of laws and cases sea Fire Underwriters’ Associations in the 
United States, pp. 57-58. 

4 State v. Aetna Ins. Co., 150 Mo. 113 (1899) and State v. Firemen’s Fund 


Ins. Co., 152 Mo. 1 (1899). 
1 State v. American Surety Co., 185 N. W. 365 (1912). 
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survival would require rates from which the insured might tempo- 
rarily benefit. They were constant incentives, not to uniformity in 
rates, but to diversity. The assumption of the beneficence of com- 
petition in fire insurance rates is fer from correct when considered 
in the light of tha history of the business. 

1. In the ecmpetitive struggle perpetuated by sich laws it is 
not possible for policyholders, generally and as a class, to benefit. . 
There are numerous vroperty owners offering risks o? such magni- 
tude that their acquisition measurably swells the business of the 
company, and just s a manufacturer puts forth more effort to 
obtain a large contract than a small one, so insurance companies, 
in the competitive state, offer greater inducements in arder to obtain 
a large risk than they would to obtain a small one. As in the rail- 
road business under competitive rates the small shipper was dis- 
criminated against in favor of the large,“ so in the fire insurance 
business under competitive rates the small property owner is dis- 
criminated against in favor of the large. Not only does the small 
property owner reap no benefit from the competition, but the 
premiums he pays must ke sufficient to make up any deficiencies 
in the premium collections from large property holders. 

2. Unrestrained competition may also otherwise adversely 
affect the insured. The commodity which he purchases, indemnity 
for possible loss, is not delivered upon payment of the premium but 
some time subsequently. ‘When one is likely to call upon a corpora- 
tion to deliver samethinz in the future it is not desirable to so weaken 
that corporation as to nake fulfilment of its contract doubtful; it is 
rather to the buyer’s best interest to promote its solvency. Yet the 
periods of unrestrained competition in the past have been fruitful 
sources of fire insurance failures. As stated by the New York 
Legislative Investigatirg Committee, “The universal effect of such 
periods of oper competition wherever and whenever they have 
occurred has be2n a cutting of rates to a point that was below the 
actual cost of the indemnity. . . . . The effect on all com- 
panies is weakening.” ¥ 

3. It has been argued that since competition is esteemed a 

4 Hadley, Ratcroad Trensportation, 1885. Johnson and Van Metre, Prin- 


ciples of Railroad Transportation, p. 511. i p 
31911, p. 41. See also report of Illinois Commission, 1911; Wisconsin 


Legislative Committee, 1913. 
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satisfactory method for obtaining equitable prices in such indus- 
tries as the grocery business or the shoe business there is no reason 
for not so regarding it in fire insurance. This ignores a fundamental 
difference between insurance and the kinds of business mentioned. 
In the grocery or shoe business there has never been a general 
recognition of the principle that prices should be based on cost; 
on the contrary it is well recognized that they are frequently not 
so determined. In nearly every discussion of fire insurance pre- 
miums, on the other hand, we find references to the desirability of 
having the ‘premiums commensurate with losses,” “rates based 
upon the amount of hazard,” “equity between localities” and 
similar expressions inferring that rates should vary with losses and 
expenses./6 Even in other lines of business where cost does more 
or less enter as a price factor the cost is definitely known in advance 
and prices may be fixed conformably. In insurance the cost can 
only be estimated in advance, on the basis of experience; “it does 
not stare the underwriter in the face in the same way that the 
buying price of sugar confronts the grocer.” !7 Consequently, under 
the stress of competition, the underwriter is more likely to reduce 
premiums below costs than the grocer to reduce selling prices 
below costs. 

4. In the struggle for business which ensues upon the inaugura- 
tion of rate competition it is but natural for the insurance company 
to avail itself, not only of rate reductions but of another almost 
equally effective inducement in securing business—increased com- 
missions to agents and brokers. Thus the small insured, who 
derives no benefit from competition, sees himself constrained to 
contribute mors in order to meet the increased cost of doing busi- 
ness entailed by it. As stated in the New York report, “‘Competi- 
tion, therefore, in fire insurance has acted badly both as regards 
rates and experses, but in different ways. It has driven rates too 
low and expenses too high.” 18 

5. Finally, unrestrained competition, under present-day con- 
ditions, leads ultimately to monopoly through the elimination of 
the weak or unfortunate and the survival of a few large and strong 

18 See 6, g., conclusion of Ilinois Investigating Commission, 1911, that the 
fire insurance rate is a tax. 


1? Report of the New York Legislative Investigating Committee, 1911, p. 42. 
18 Report of Joint Committee to Investigate Insurance, Feb., 1911, p. 94. 
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companies. A theory that prices tend toward costs is only partially 
true in a business where a good pcrtion of expenses continue whether 
risks are written or not. It is trus that when premiums rise and 
profits increase edditional capitel is attracted to the business and 
profits cease to rise; out the opposite, that when prizes fall below 
costs competition for business will cease and prices tend to rise does 
not necessarily follow. For while competition for business at low 
rates may involve loss, not to compete often involves greater loss. 
Thus whether a company writes a risk at a low rate or not certain 
expenses of the Dusiness, such a3 maintaining agencies and a force 
of special agents and operating a home office continue, and they 
may form 20 pe- cent of all expenses. It is better to receive $1 in 
premium, although loss and expenses aggregate $1.05, than to 
_ receive no prem-um and pay 20 cents fixed expenses. Continuance 
of all business al a loss, of course, must ultimately result in failure 
and such has been tke ‘ate of many fire insurance companies. ` 


Forrane DEVELOPMENT oF COÖPERATIÒN 


While the zontest proceeded between codperation on the one 
hand, represented by the associations, and competition on the 
other, represented by the anti-trust and anti-compact laws, some 
states departed from the line of procedure which had previously 
been followed; a departure which was extremely significant, not 
merely by reason o- the type of law adopted but because of the 
relinquishment of the principle of competition. All the legislation 
thus far considsred asserted in effect that there should be no com- 
bination, that each company should charge its own rates, that 
competition would determine their equity. Since under such con- 
ditions two diferent companies might quote different rates on the 
same risk, the states were saying in effect that there should be no 
measurement cf hazard. Rates were to approximate costs, not by 
measurement but by competition. A new era of legislation had 
begun in some states, however. 

Laws Requiring the Filing of Rates. For example laws were 
passed requiring corporations doing business in the state to file a 
schedule of rates with a state authority and requiring uniform pre- 
miums for all risks written under the same schedule. A common 
expert might be employed to inspect and rate risks and advise the 
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rates to be charged.” These are important simply as examples of 
permission to codperatively determine rates. 

Laws Providing for Revision of Rates. A second type of law 
required the filing of rates with the superintendent of insurance and 
invested him with power to order changed excessive, unreasonable 
or inadequate rates. Schedules and local tariffs were to be open 
to the inspection of the public and local agents were required to 
exhibit copies of the same. An appeal from the decision of the 
superintendent respecting rates might be taken to the district 
courts of the state.*° These laws made it illegal to give special 
rates on any property not given to other property of equal hazard 
or to discriminate between persons. The title of one, for example, 
was: “An act relating to fire insurance and providing for the regula- 
tion and control of rates of premium thereon, and to prevent dis- 
crimination therein.” The state is now on the road toward acknowl- 
edging the good features of coöperation; it realizes that a company 
should not discriminate between two equal risks and there only 
remains to be recognized the absurdity of two companies differing 
in rates on the same risk. The objectionable feature of the law to 
the companies was the extreme power seemingly vested in the 
insurance commissioner. This phase of the subject is discussed 
later. 

State Rating Acts. Legislation of a more radical type speedily 
followed the laws providing for revision of rates, in the form of 
acts which create state commissions with power to actually fix rates 
in the irst instance which shall be charged by the companies. The 
most noteworthy example of such a law is that of Texas.’ In 
the words of the Insurance Commissioner of Texas: 


If the state has the final say in the rate-making business, then I see no reason 
why the state should not make the rate in the first instance. We have state- 
made rates for fire insurance companies. We have a regular factory for making 
these fire insurance rates. The employes in that factory devote their entire time 
and attention to the study of the rate-making business. We have very experi- 
enced men employed in the department, about twenty-five in number, there 











19 See e. g., Arkansas, Laws 1913, Act 159. 

20 Kansas, e. g., Laws 1909, Chap. 152. 

1 Texas, Laws 1910. 

® National Convention of Insurance Commissioners, September, 1915, p. 162. 
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being appropriated $100,000 annually for the payment of the expenses of making 
rates. 


An act enabling similar action in Kentncky was the cause of 
considerable difficulty in 1912, which will be referred to later. 

Criticism of State Rating Acts. The dissatisfaction of the com- 

panies with the Kansas act providing for a revision of rates by the 
insurance commissioner afforded an opportunity for the most 
important of recent dezisions affecting fire nsurance rates. The 
law was attacked in the courts on the ground that fire insurance 
was a business of a private nature and tha; the law consequently 
was unconstitutional, emounting to an interference with the right 
of private contract, guaranteed by the Fourteenth Amendment. 
The majority Cecision teld that “a business, by circumstances and 
its nature, may rise ftom private to be of public concern, and be 
subject,.in consequence, to governmental regulation. 
Contracts of insurance, therefore, have greater public RE 
than contracts between individuals to do o? not to do a particular 
thing whose effect stcps with the individuals. . . . . It is, 
therefore, wittin tke principle wa have anrounced.”™“ The act in 
question was consequently held to be a valid exercise of the police 
power of the ssate. A strong dissenting opinion deplored the possi- 
bility so created of ppeaing the way to state price-fixing with respect 
to many other kinds o7 articles and service. 

But the acts which provided for rates actually made by the 
state occasioned tne greatest consternaticn in the insurance fra- 
ternity, the results of which were most strongly evidenced in the 
case of Kentucky, where such a law was passed in 1912. Afrer 
suggesting thet this power be given to the Insurance Commissioner 
rather than fo a staze commission the companies threatened to 
withdraw from the state in a body. By March 9, 1914, twenty 
companies are reporved to have withdrewn ana by March 10, 
forty-seven companies had left the state. Meanwhile several 
events had concretely illustrated the prime necessity of fire insur- 
ance. A $15),00C fire occurred at Hodgensville in which twenty- 
three buildings were destroyed while covered by only $50,000 
insurance. Most of the owners-were unacle to build without reim- 

a German Allianze Ins. Co. v. Barnes, 189 Fed. 769 (1911), and German 


Alliance Ins. Cc. v. Lawis, 34 Sup. Ct. 612. . 
H German Alliance Ime. Co. v. Lewis, pp. 618, 819, 620. 
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bursement for their losses or borrowing, and they were unable to 
obtain loans without insurance protection. Louisville banks, 
anxious about the security for their loans, began to inquire how 
much insurance was carried by their borrowers, how much matured 
each month, and what arrangements for its renewal had been made. 
Loans were outstanding on storage receipts represerting alcoholic 
liquor in bond to the amount of approximately $162,000,000. The 
banks desired these loans liquidated if further insurance could not 
be obtained. Commercial credit was restricted by banks, whole- 
salers and manufacturers.% The pressure by business interests was 
£o great that it was necessary to hold a conference to determine 
upon concessions which would enable the companies to resume 
business, and in June, 1914, an agreement to the following effect was 
reached: (1) Suit would be entered to test the constisutionality of 
the law and the Insurance Board would not enforce the provisions 
of the act until the question of constitutionality had been decided 
by the courts, (2) a committee should be appointed to make a 
study of rate laws with a view to formulating legislation on this 
subject, (3) all companies which had withdrawn from the state 
were to be permitted to resume business there without penalty, 
(4) rates would be reduced by the companies’ Actuarial Bureau 
wherever improvements were made, and (5) a Business Men’s Com- 
mittee guaranteed the faithful execution of the agreement. The 
companies accordingly returned to Kentucky and the Circuit Court 
on June 12 held the act to be unconstitutional. 

The following arguments have been advanced as showing the 
inadvisability of a state rating law. Some of them also apply to 
laws permitting the state to revise rates. 

1. They interfere with freedom of contract in a business which 
is of a private and not a public nature. 

2. It is unfair for the state to limit the amount which the com- 
panies may collect in premiums, without guaranteeing them against 
loss. 

3. It is unfair to require the companies to contribute by taxa- 
tion to a state rating board which may be of no benefit to them or 

3 See the insurance periodicals of this period, for instance, the United States 
Review, March 12, 26, April 23, 30, 1914. A very similar situation developed in 
South Carolina in 1915-1915, the outcome of which remains to be seen. 
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the public and may be more costly than their own private method 
of fixing rates. 

4. Political influence may exert a power. In this connection 
the words of the insurance commissioner of a state where a rating 
law is in force ere interesting. ‘‘The law should be framed so as to 
eliminate politics from the board. If they can keep politics out of 
the board, in my opiniom the system will be a success.” * 

5. State management is usually inefficient. This argument 
(often merely s broad assertion) may, be dismissed immediately, as 
being no more applicakle to insurance than any other subject, even 
if true, which is open to question. - 

6..The insqualities and lack of relation present in state and 
local taxation afford a presumption that the fire tax will be improp- 
erly distributed under? the state’s supervision. 

7. If the state assumed entire control of the business it could 
not accomplisi its objects judging from the failure of state insur- 
ance in other countries to reduce rates or yield a profit. What can | 
be accomplished then by merely fixing rates, except to make the 
companies bear the unjust burden of any losses which may result? 

8. Average and distribution are bases of fire insurance and rates 
cannot be correctly or safely fixed without them. Rates should, 
therefore, not be founded on the experience of a single state. Never- 
theless, the city of Austin, Texas, appealed to the State Insurance 
Board for a reduction cf rates on the ground that the rates of Austin 
should be fixed upon the city’s own experience and that citizens of 
Austin should not be taxed to pay for fire losses elsewhere. 

A statement of a state fire insurance commission claims the 
following advantages for a state rating law: 

1. The alimination of discriminations in favor of the large 
insurer and in favor of certain localities and classes of risks. 

2. A recuction in insurance rates: 

(a) By improvements in cities causing reductions in their 
key rates. 

(b) By improvements in individual risks. 

(c) Ey the removal of unnecessary hazards and the reduc- 
tion of hazards necessary to the risk. 

(d) Ey elimination of faults of management. 


* John S. Patteraan, Texas, Nat. Conv. of Ins. Commissioners, September, 
1915, p. 163. 
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(e) By preventing insurance companies from advancing rates 
when temporary conditions and bad losses in certain 
localities make them desire to do so. 


3. Stability of rates and schedules and accessibility of informa- 
tion regarding the process of ratemaking. 

Several obvious comments may be made regarding these 
claims. The desirability of the elimination of discrimination cannot 
be disputed nor the ability of the state to accomplish this denied. 
Improvements in cities, in individual risks and in conditions sur- 
rounding risks, however, could and did take place before the state 
rating system was ever in effect. The rating schedules used by the 
companies provided allowances for such improvements. With 
reference to the success in preventing rate advances, it is hard to 
see any equity in preventing advances in rates if such advances are 
justified. Information regarding rate-making, however, is due the 
public, and it is unfortunate that fire insurance rating bureaus, 
local boards and associations did not sooner realize the necessity of 
a campaign of education. 

The principal advantages of the state rating acts were that 
they fully admitted the necessity of having but one rate for each 
risk, thereby endeavoring to secure the same result as the advocates 
of codperation, and second, the removal of certain evils which had 
existed, and with which coöperation had not suciciently developed 
to cope. But it is also evident that the possibility exists in state 
rating laws for evils fully as serious as those which are removed, 
especially political corruption, ignoring the principle of average and 
inadequate rates. It is, therefore, legitimate to inquire whether 
equally great benefits might not be obtained from legislation of 
another character. 

Regulative Statutes. At about the time state rating acts were 
being considered in Texas and Kentucky, a New York legislative 
committee transmitted a report recommending that the companies 
be allowed to continue codperative rating under the regulation of 
the state, and in 1911 a law was passed with the following important 
provisions: 2” 

1. Corporations, associations and bureaus for suggesting, 


87 New York, Laws 1909, as amended by Laws of 1911, Chap. 460, and Laws 
1912, Chap. 175, 
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approving or making rates to be used by more than one underwriter 
are required to . 

(a) File with thə insurance commissioner their articles of 
agreement, by-laws and a statement of the names and 
addresses of members. . 

(b) Submit to supervision and examination by the insurance 
commissioner at his discretion and at least triennially. 

(c) File rates ard schedules at the request of the commis- 
sioner. 

(d) Keep recorcés of proceedings and furnish the insured 
with infcrmation as to his rate and a copy of the 
schedule by which the same is computad. 

(e) Provide means for hearing interested pazties before the 
proper committees. 


2. Associations and bureaus are prohibited from 
(a) Discriminating in rates; the commissioner may hear 
cases and order dissriminations removed. 
(b) Requiring zhat all insurance be purchased from members 
of such organizations. 
(c) Requiring that rates quoted depend upon the placing of 
the whole or a specified part of insurance at such rates. 


A certain degree of progress in state action is apparent in legis- 
lation of this nature, which permits coöperation by insurers, with 
its attendant advanteges, and on the other hand prohibits and 
adopts means to eliminate the abuses which have existed. In 1913 
two other states, North Carolina?* and West Virginia*® passed 
laws identical with that of New York, although North Carolina 
has since added a provision for a hearing and examination of 
rates and a decision regarding their fairness, leaving correction to 
be accomplished by force of public opinion. But even more impor- 
tant has been the endorsement by the Nationa! Convention of 
Insurance Commissioners of the idea of regulated coöperation. 
One of its committe2s, after an investigation, came to: the con- 
clusions that, 

1. Rates were at present made codperatively. 

2. This codperai-on exists in spite of attempts to prohibit it. 

3 North Carolina, Laws 1913, Chap. 146. 

29 West Virginia, Acts 1913. 
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3. The requirements of safety and economy both make inap- 
plicable to insurance the anti-monopoly, anti-trust and anti-com- 
pact laws looking toward unrestricted and open competition. 

As a result of its investigation the committee submitted for 
adoption throughout the United States six model acts,™ as follows: 

1. An act similar to the New York law just described, providing 
for supervision and examination of rating bureaus. 

2. An act prohibiting discrimination in rates and any require- 
ment that the whole or any part of a risk be placed with certain 
companies. 

3. An act requiring companies to maintain and codperate with 
a public rating bureau, with equitable apportionment of expenses _ 
and equal voice in its actions. 

4, An act requiring a written survey of each risk specifically 
rated by schedule. 

Two other bills, favored by a number of the committee mem- 
bers, were not adopted by the committee as a whole, viz: 

5. Prohibiting agreements between companies except such as 
are permitted by law, and 

6. Authorizing the insurance commissioner to review rates and 
correct the same, subject to court review. 

The latter two acts are in the nature of concessions to existing 
legislation, and as such a compromise with the principle of codpera- 
tion with regulation. 

A report to the National Convention in April, 1915," indicated 
that the first of these laws was in existence prior to 1915 in six 
states, and was enacted in three additional states by April, 1915. 
Laws prohibiting discrimination # were in force prior to 1915 in ten 
states and three additional acts of this nature were passed by April, 
1915. Act No. 3 had been passed in two states by April, 1915. 
Massachusetts and North Carolina laws provide for a general review 
of all rates with only the power to make recommendations. Kansas, 
Kentucky and Minnesota have laws authorizing the insurance com- 
missioner to review rates made by the companies and order the 
proper rate substituted. Missouri authorizes the insurance super- 

20 National Convention of Insurance Commissioners, December, 1914, Pro- 
ceedings, pp. 19-24. 


n N. C. of I. C., April, 1915, Proceedings, pp. 11-12. 
z2 Not all following the model bill. 
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intendent to order rate reductions which will insure only a reason- 
able profit to tke compenies. Oklahoma delegates similar power to 
an insurance board. New Hampshire has long had-a law enabling 
the insurance commissioner to review rates and fix a reasonable rate 
at which companies ars required to write business under penalty of 
a fine. Although existing laws are difficult to classify because of the 
variety of their proviscons,® the following table* shows approxi- 
mately the legislative situation with respect to fire insurance rates 
and rating associations at the present time. “Column A contains 
the names of states having an anti-compact law, forbidding com- 
panies or agents from combining to fix rates. Column B enumerates 
the states in which an act providing for the supervision and exam- 
ination of rate-making bureaus and associations is in force. Column 
C shows the states in which there is an act prohibiting discrimina- 
tion in fire insurance rates. Column D indicates the existence of 
acts requiring compani2s to be members of a rating bureau. Column 
E shows the various state acts permitting agreements between com- 
panies relative to rates, subject to the approval of the insurance 
commissioner. Column F shows the existence of acts providing for 
the making o7 rates by the state. Column G indicates the acts 
which author-ze representatives of the state or state officials to 
revise or compel revision of rates made by the companies. 


A B oe D E F G 
Ala,10 Siero? Danda “Wid 9 anaa o eeeivige oniu 
Ariz. ee ATE cereal tetera ENGRA WASE 
Ark. yis Arkit Sepaea o Ausad . Weeeamgd o iaoe 
Ga. aaa Ga TAa e ARNS e eaa . aaae 
Idaho Idaho Idaho Idaho Idaho Idaho — 
Towa Iowa Tora lows weet tee Iowa, 
Kan. aaa. Kans $ ocho seskus Soppe Kan. 
Teroa Ky. Ky. Ky. Ky. pareti Ky 
Le gaoei Da: o ariaa eanan aueia  huaeee 
anew “iets Mass." E Beda AAR detabesvs 
Mich.? Mica Mich. Midis) iseis 9 Atdasek Mich.‘ 
Beast Minn. Minn Minn. Minm. aae Minn 
Misg;; ieee arera See ed PY Fates “aha. - -Geanets 





E 3 For instence in Iowa the old anti-compact law was allowed to remain on 
the statute bocks and in addition acts similar to the model bills Nos. 1, 2, 3, 4, 
and 6 were passed. In zertain states some authorities, stil hold the anti-trust 
statutes to aprly to insurance companies. ` 

*% Compiled from replies to inquiries sent to the state insurance departments. 
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S. Car. S. Car. S-ar aches awa | wees 8. Car. 
B Dak o asaees.. -foesase ois Seteoe. -uiae ooid 
ODN. vegeta - leased genean Sadiemeg OSRED Denda 
Tex.  ...... Tex: . oticðp atier Tek: seyde 
Wash. Wash. Wash’. eksis. seared access Wash.’ 
ONO W. Va. W.Va PRS Peran ae RORE isea 
Wise}. beest Seeker sareei, “Weeden sodeerel aaeoee 


2 In Wisconsin the law forbids companies from fixing rates and requires that 
they be fixed by local boards, composed of local agents. 

*JIn South Dakota rates are made by a general inspection company and 
associations and companies must file affidavits that they are not in an agreement 
to maintain rates. 

* Inspection bureaus may, however, be formed. 

4 Only where retes are discriminatory. 

£ A board conssituted to hear cases and make recommendations—enforce- 
ment depends upon publie opinion. 

‘Only where the rate is so low as to endanger solvency. 

1 The courts have held combinations illegal. 

ë Applies only to companies not incorporated in the state. 

’ Upon complaint. 

10 Companies are compelled to pay 125 per cent of any loss if members of a 
tariff association. 

it Law requires all rates made under the same schedule to be uniform. 

4 This compilation does not include general anti-trust acts, not specifically 
enumerating insurance, which exist in many states, as previously described. 
In Minois a fire insurance combination is now being prosecuted by the insurance 
superintendent under such a law. 

1 This compilation does not include so-called anti-rebate laws, prohibiting 
agents frora returning to purchasers of insurance any portion of their commission 
for writing the businass. 


The following states and territories have no legislation of the 
types considered: Alaska, California, Canal Zone, Colorado, Con- 
necticut, Delaware, District of Columbia, Florida, Hawaii, Illinois, 
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Indiana, Maine, Maryland, Kevada, New Mexico, North Dakota 
Ohio, Philippines, Porto Rico, Rhode Island, Utah, Vermont» 
Virginia, Wyoming. 


Resvuits oF Ragciativn LEGISLATION 


The tendercy during tke past two years has been unmistak- 
ably toward a type of legislasion which recognizes the difficulties of 
state rate-makirg and on the other hand shows appreciation of the 
right of the pubic to ba protected from arbitrary action and unnec- 
essary inequity. The advartages of a statute combining the prin- 
ciples of privata codépsration and public regulation may be most 
concretely shown by a review of the results where such a law has 
actually been in existence.*® One of the oldest laws of this nature 
is that of New York, passec in 1911 after a very thorough investi- 
gation of fire insuranca conditions. This state thereby became the 
leader in this kind of ire irsurance legislation as it was in certain 
phases of life insurance legislation some years ago. The results of 
its activity were as follows: i 

1. As shown by the map on page 177 four rate-making asso- 
ciations operat2 now grd heve for some time operated in New York 
state. One of the results of delegating the power of supervision to 
the superintendent of insurance was to bring about coöperation and 
harmony of action among these associations. While the first impulse 
in this direction came from the state, the associations readily re- 
sponded and brought about many reforms on their own initiative. 
Frequent meetings o? managers of the respective associations 
resulted in the adoption aad promulgation of uniform rules, prac- 
tices and forms. Thrs the conditions were removed which occa- 
sioned the statement oy an investigator in 1913 that ‘no one person 
is familiar with all these rules and until recently there has been no 
systematic atuempt tc col-ate them,” * 

2, Along with tke former diversity of rules went non-uniformity 
in rates. A sacond beneficial result of the work of supervision has 
been to gracually alimirate inconsistency in premium charges. 
Variance between ratas on risks of the same degree of hazard but 

x A considerable pection cf the data for the following statements was ob- 
tained from a letter to the author by Hon. J. L. Phillips, Superintendent of Insur- 


ance of New York. f 
3 See Fire Jnderwriters’ Associations in the United States, pp. 41, 42. 
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located in the jurisdiction of different rating associations, inequali- 
ties in rates charged by the same association on similar risks in 
different portions of its territory and unjust distinctions between 
different classes of risks were all considerably remedied. It is stated 
that it was not necessary to make frequent application of the power 
vested in the superintendent of insurance, its mere existence accom- 
plishing the desired results in most cases. 

3. As has been previously stated coöperation has been a status 
favorable to the development of a science of fire rating, one of the 
most important phases of which development was the supersedence 
of “judgment rating” by “schedule rating.” The New York law 
has encouraged this. Dwelling and farm schedules have been de- 
vised with the resultant advantages of schedule rating, all of which 
cannot be enumerated here.” It is sufficient to say that thereby 
discrimination is more surely detected and avoided and property 
owners are made more fully aware of the deficiencies of their 
property. Thus the law seemingly offers no check to the preventive 
and protective functions of the associations. 

4. To some degree the law has resulted in satisfying the well- 
nigh universal desire for lower rates. During the first few years the 
orders to remove unfair discriminations resulted in a considerable 
saving in premium, to an amount suggested by careful estimates as 
$1,000,000 per annum. In many cases the removal of discrimina- 
tions resulted in readjustments which lowered some rates and 
advanced others, without extensively reducing the total premium 
income obtained on the class as a whole. Unascertainable saving 
in premiums resulted also from owners remedying property defects 
which were indicated. 


CoNncLUSION 


In many directions the legislators have sought a method of 
removing unsatisfactory conditions among the agencies engaged in 
fire insurance rating, sometimes recognizing the fundamental prin- 
ciples governing the business of furnishing indemnity, but often 
ignoring or being ignorant of such principles. The statutes passed 
and considered have been prompted by a variety of motives and 
have had a variety of effects, but there is faintly discernible in 
early years, and distinctly apparent in later years, a tendency to 


See F. C. Moore’s Universal Mercantile Schedule, p. 8. 
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recognize, in a measure, the benefits of coöperation. The com- 

, panies as well as legislators and officials have made mistakes, but 
many in both groups seem now to see a method of prozedure which 
affords a solution of the difficulty. One of the principal agencies of 

„late years in bringing about a more rational treatment of the 
problem involved has bean the National Convention of Insurance 
Commissioners, which st first encouraged the study of public 
questions and recantly has made some progress towsrd concerted 
state action, the necessity for which is shown by the variety of laws 
in the preceding table. Perhaps through this association some of 
the inconsistencies of legislation may be removed. 

' Eliminating rom consideraticn state insurance, which is not 
yet seriously ccnsiderec as a general method of procedure but 
rather as a last resource not yet required by the exigencies of the 
case ard the problem of acquiring uniformity of state action, a 

' partial answer td which is furnished by the National Association of 
Insurance Commissioners, two phases of the question of what 
agency shall meke fire insurance rates are apparent. 

1. Shall competition or codperation be admitted as the basis 
for ratemaking* This question appears to have been answered in 
favor of codpezation. This paper has attempted to outline the 
history of the conflict between these two ideas, to indicate the 
reasons for the ineffestiveness of legislation intended to enforce 
competition and to shcw that a second and different problem has 
now appeared. , 

2. Is the public interest better served by allowing the insurers 
to fix rates under regulatory statutes or by delegating price-fixing 
powers to state officia's under state rating acts? This question has 
not become a Cistincsly recognized issue because it is possible in 
the United Stetes for two radically different methods of regulation 
to exist for soxe time in different sections of the country without 
any definite decision in favor of either. It is probable, however, 
that in the near future the last-mentioned problem will become one 
of the most important in fire insurance. 


AA 


PROBLEMS OF FIRE INSURANCE RATEMAKING 


By Ropertr RIEGEL, Pa.D., 


Instructor in Insurance, Wharton School of Finance and Commerce, University 
of Pennsylvania. 


Harty Rating Marsops 


The first theory of rating risks to be covered by fire insurance 
was a classification of buildings (which were for some time the only 
property insured) into groups, each risk included in the group taking 
the group rate. In 1681 there were two such classes in England, 
brick or stone buildings and wooden buildings, and premiums were 
proportionate to rental values. For each one pound annual rental 
2 s. 6 d. was charged for insuring a brick or stone building and 
double this amount for a wooden building. The classification sys- 
tem thus begun continued for many years and a relic still remains 
in the minimum or class rates which are now promulgated for groups 
of properties closely resembling each other, the results of specific rat- 
ing for these not being commensurate with the expense involved. 
The inability to insure personal property and the calculation of 
premiums on a rental basis have long since disappeared, and rates, 
furthermore, are no longer applied to rental values. In 1706 a 
London oidice classified risks in three categories, common, hazardous 
and doubly hazardous and, turning attention now to the United 
States, a Massachusetts company in 1798 devised a sixfold classi- 
fication of buildings. The classification was in accord with con- 
struction, roof and walls and a contents classification’ comprised 
hazardous and non-hazardous groups, the rates for contents 
dependiag in part upon the character of the containing building. 
A combination of companies in New York in 1826 agreed upon a 
building classification of eight groups and a division of contents into 
four groups, ranging from non-hazardous to specially hazardous. 

These brief comments upon the history of rating methods are 
merely intended to illustrate the inevitable tendency of early under- 
writers to classify risks for the purpose of arriving at rates. Prior 
to 1870, for example, all risks in the state of Pennsylvania were rated 
on the classification basis, such classification being based on whether 
the building was of brick or frame construction and the presence 
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or absence of fire protection. The less the knowledge cf fire hazards 
the greater the readiness zo classify and group, or to put the matter 
in another way, ihe more thcrough the analysis of hazard and the 
appreciation of differences the greater became the number of groups 
and the difficulty of assigning a risk to a pazticular group. The 
early application of the c_assicication method is of particular interest 
because of the recently developed demand for a reversion to that 
principle of ratemaking. 


THe Duonisninc USEFULNESS oF CLASSIFIZATION ` 


Between 135 and 1866 many companies introduced, the prac- 
tice of recording their expezience with each of a large number of 
classes of risks with the object of deriving some information relative 
to the necessary rates pon such classes and the custom continued 
for many years after its usefulness for this purpose had disappeared. 
With an increesed apvrecistion of the multitude of differences in 
construction, tse and situation of buildings and the nature and 
qualities of scbstances tha classifications necessazily multiplied, 
but the latter could not keen up with the charges taking place in the 
risks themselves. Modern conditions made the classification method 
of rating increasingly difficult. With increased knowledge and 
accessibility of material building constructicn became more varied 
and to place s building in a definite class kecame a'more difficult 
problem. ` Tha introducticn of machinery as a factor infproduction 
created a greater variety of occupancies and processes and an 
almost universal use af power generated in various ways. Heating 
and lighting methods were also radically modified. It is significant 
that what a prominent student of rating methods calls “the first 
real schedule” was davised in 1868 and that a great development in 
schedules hac taken place by 1890; for the nineteenth century was 
prolific in invention3 which radically altered industrial and trade 
conditions. Whole new industries were crested by the telegraph 
and telephons, used commercially after 1844 and 1876, respectively; 
the. practical application of coal gas production in 1798; the use of 
coal tar procucts after 1861 and other invantions too numerous to 
mention. Electricity and steam were more fully developed as 
sources of power. During this century the dynamo and electric 
light came into general use following 1870, the Howe printing press 
was brought out abcut 1345, the Bessemer process was invented in 
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1855, and there had appeared even earlier the power loom, the cotton 
gin, gas lighting, and knitting machines. From 1836 to 1867 the 
number of patents issued annyally in the United States increased 
from 109 to 13,026. The alterations thus brought about created a 
multiplicity of hazards which made the old classification ideas al- 
most useless for the purpose of rating. 

A few instances may be cited of the difficulties encountered in 
attempting to classify risks. A group, to be of any value for rate- 
making purposes, must consist of a sufficiently large number of risks 
of essentially the same hazard; but so many and unlike were the 
elements of fire hazard that it became impossible to obtain sufficient 
like risks to form a valid class. Then there was the difficulty of 
classifying a building containing diverse occupancies and congregated 
hazards. Thirdly, with the increasing impracticability of classifica- 
tion developed an ever-growing “miscellaneous” group of hetero- 
geneous and unrelated risks. Furthermore, since the classifications 
were comparisons of premium income and losses on different classes 
of risks, and since both premium rates and losses were almost if not 
entirely independent variables, differences in results were attribu- 
table to either and conclusions reached were often erroneous. 

Sufficient has been said to show that classification of this kind 
had outlived its usefulness as a method of measuring fire hazard. It 
became instead a weapon of competition, almost prima facie evidence 
of lack of cooperation. Each company jealously guarded the results 
shown by its records and considered them as a part of its stock in 
trade, indicating the classes of risks which had proved profitable in 
the past and serving as a guide for future policy. The following is 
an example of ten years’ classified experience (1900-1909) of a 
prominent fire insurance company,! showing that with such a 
variety of risks included in one class and with losses attributable to 
many different causes, such a record is not available as a basis for 
rates: 


/ 


Reram, MERCANTOUS TOOKS 


Income Outgo 
No. of policies 188,282 Expenses (unknown) 
Insurance written $257,594,702 Number of losses 6,504 
Premiums received 2,965,776 Amt. of losses $2,203,180 





1 Reproduced from E. G. Richards, “‘Classification—Discrimination,” an 
address before the Insurance Society of New York, 1913. 
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Avsrays and Ratios 


Average premium rate for, _0 years 1.15% 
Average premium rata for 1911 1.14% 
Ratio of loss to amount insured : 85 
Ratio of loss to prem-ums 74.2 
Income includes premiums w:cely rang- Losses include-those caused by ac- 
ing from low to very high, upon more cident, incendiarism, tenants, and 


than a hundred varieties of stores, in exposure. Lightning not infre- 
buildings of every quality, surrounded quent. Conflagration hazard the 
by every class of tanant an{ exposure. most serious cause. 


DEVELOPMENT OF SCHEDULES 


For some time rates were adapted to conditions through the 
medium of inspectors. But since the judgments of individual in- 
spectors varied and no evidence of the justice of a.rate thus made 
ever existed, not to mention that the same inspector would often rate 
the same hazard differently at two different times, individual judg- 
ment was superseded by a syetem based on combined judgment, now 
designated the ‘‘schedule” system. This has been called “ guess- 
work” but it is as far from taat as from science. It would be more 
accurate to call the sckedule process one of “estimation.” The 
advantages of the schecule may be briefly summarized as follows: 

1. It attempted an analysis of fire hazard into component parts. 
Thus even the early schedule of 1868 previously mentioned sub- 
divided construction into walls, roof, floors and floor openings and 
distinguished eating metkods, lighting methods, processes, fire 
extinguishing devices, etc., as elements of hazard. 

2. A schedule furnishes a list of the conditions which the in- 
spector can loox for, diminishing the probability of overlooking de- 
fects or good features. Thus he is enabled to view the risk with a 
guide-book at tand, so to speak, indicating the places of interest. 

3. A combination of judgments was obtained in determining 
the charges to de made for the particular features oi hazard distin- 
guished by tbe analysis. It might at least be expected that a 
smaller percentage of 2rror would be present under such conditions 
than would appear in the sirgle estimate of any individual inspector. 
This factor bezame o increasing importance with the progress of 
schedule making. 

Since no compilation >f the various early schadules has ever 
been made it is impossible to trace in detail the development of the 
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rating schedule. In New England schedules covering boot and shoe 
factories are said to have been first in use, followed by those covering 
woclen mills, fur hat factories, leather tanneries, ete. One writer 
attaches particular importance to the 1868 ‘woolen mills schedule” 
of Providence. From this date on the schedules in use multiplied 
rapidly. It is recorded that in St. Louis they were first adopted 
and printed in 1875. By 1890 a number of small mercantile sched- 
ules began to appear. 

To avoid confusion it should also be stated that while the 
schedule has been of increasing importance as a factor in rating it has 
not entirely displaced the classification theory. For there are 
certain “minimum” rates still prescribed quite generally for non- 
hazardous classes of risks of a same general nature, such as dwellings, 
churches, etc. It is not very difficult to secure a number of such 
risks sufficient to produce a good average and the differences in 
hazard as between properties of such classes are so small as to render 
the expense of separate consideration impracticable. In one locality 
at least steps have been taken to rate even risks of this nature by 
schedule. 


Tse MODERN SCHEDULE 


The modern era of schedule rating may be justifiably said to 
begin with the publication in 1893 of the Universal Mercantile 
Schedule, an attempt to devise a system of rating universally appli- 
cable and to render special schedules unnecessary. While seldom 
applied as published this schedule has served as a basis for the con- 
struction of other schedules throughout the East and has thereby 
exerted a profound influence on the methods of rating. While a 
description of the construction of the schedule and its application 
would occupy considerable space, its underlying principles and 
general theory can be sufficiently described for present purposes in 
a few paragraphs. i 

This schedule started from a basis rate for a “standard” build- 
ing in a “standard” city. It was necessary for the underwriters 
ongaged in the preparation of the schedule to accurately define 
therefore a “standard” city and also a “standard” -building. 
Having done so their combined judgment and such experience 
records as were available and suitable dictated a rate on such a 
building under such conditions of 25 cents per $100 of insurance. 
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This figure was the result, then, of a combination of Judgments or, 
stated in anothe> way, a concensus of opinions. It was then nec- 
essary to decide what the rate should be on a standard building in 
a given city and Zor this purpose the given city is compared with the 
standard and additions to the basis rate made for deficiencies and 
deductions from the same for superiorities. The result is called the 
“key rate.” In order to find the rate for a given building the con- 
struction, occupancy ard exposure of the building in question must 
be considered. Additions made tc the “key rate” for inferiorities 
of the building construction as compared with the standard together 
with aliowances? for stperiorities bring the calculations nearerto the 
final result, which is reached when additions are made for the use of 
the building and the nature of its surroundings and deductions for 
protective devices and any other circumstances reducing the hazard? 
Additions to the rate for hazardous features are in general by flat 
amounts while allowances are usually made on the basis of percent- 
ages of the rate up tc the point where the deduction is made. 
Three features of zhis schedule present themselves as worthy of 
special note in connection with the present discussion. In the first 
place the Univarsal Schedule is a schedule preéminently dependent 


upon judgmens. The basis rate is an approximation designed to | 


bring as an ultimate result a fair profit to the companies and to cover 
unanalyzed features of hazard. The charges for defects and al- 
lowances for superiorities are the result of limited daza and extensive 
estimates.4 The authors of the schedule have stated that they con- 
sidered the substitution of combined for individual judgment as one 
of ite importent contributions, es indeed it was. Secondly, the 
schedule was edaptable only with diffculty to changing conditions. 
Loss costs are always changing while many of the schedule charges 
were fixed, beng flat amounts. Thus final rates would be now too 


2 Allowances are usually made on the basis of a percentage of the rate up to the 
point where the deduczion is made. 

31¢ should be understcod that tha schedule itself is not nearly as simple in 
form as might be suppcsed from tkis brief description. On the contrary, many 
features of construction may be corsidered. The Universal Mercantile schedule 
lista 1,000 disticct occupancy classzs and a formula for calculating the exposure 
hasard is necessary. 

4 This is not intenced to detract in any way from the value and importance 
of tha Universal Schedule, which, as elsewhere explained, was one of the most 
notable contribaitions ta fire insurance ratemaking. 
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low, now too high; in order to adapt the schedule to conditions it was 
necessary to change all or a part of these fixed charges. The schedule 
thereby lacked stability and was apt to lose consistency. Thirdly, 
there was an absence of relation between charges and credits for 
certain features of the risk which were seemingly related. Thus 15 
cents (say) were added to the risk for an open stairway, regardless 
of the area of the building, its height, character of floors, or other 
features. Whatever relations might prevail originally were also 
likely to be lost through the necessary process of “patching” referred 
to above. 

As might have been expected the second important universal 
schedule, the “Analytic,” was an improvement in many respects 
over the Universal. In general, it presented a better formulated 
analysis of hazard and a concentration of judgment at one basic 
point instead of at many points. A schedule, by the theory of the 
new system, was & standard used to measure the relations of the 
hazards of different parts of a risk, the relations of similar or different 
risks in different places and the relations of similar or different risks 
at different times. In order to bring about a relationship between 
the schedule additions and deductions for features of the risk itself 
practicelly all such additions and deductions were made percentages 
of the basis rate and they vary as the basis rate varies. In order to 
bring about a place relationship a number of tables giving basis rates® 
are constructed, from which a rate giving satisfactory results can 
be selected after trials with a large number of risks in several towns. 
This schedule can be adapted to changing conditions, or to continue 
the terminology used, time relations can be maintained by changing 
the basis rate to meet the changing ‘loss ratios when necessary. 
Since all parts of the schedule are connected and vary together this 
is relatively easy. 

It can be seen that, regardless of any opinion respecting its 
practical application and results, the Analytic Schedule marked a 
distinct advance in theory. Features which cannot here be consid- 
ered, for lack of space, showed the progress which had been made 
in the analysis of hazard and from what has been said it is evident 
that the Analytic system was not open to some of the criticisms 
which were directed against the Universal Schedule. There was a 
fundamental and important distinction between these two methods 


5 The basis rate varies with the height of building and clase of town, 
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which cannot be overlocked. The Universal Schedule was deduc- 
tive in nature, 3eeking to describe various portions and kinds of 
hazards and to eet a value on each, from which rulings a rate could 
be arrived at. The Analytic Schedule was pragmatic, seeking to 
arrange a series of relations, the expression of which in absolute 
amounts would depend upon the results to be attained. A basis 
rate was to be selected such as would yield a fair profit to the insurer. 
If aggregate results show only a fair profit and all relations have been 
correctly established the allowances and deductions for the various 
elements of hazard must be equitable. This changes the basis of 
charges and credits from deductions to facts and statistics. In- 
creased importance in determining rates is given to the changing fire 
losses and the aggregate amouni which must be collected to yield a 
profit. It is most impcrtant to see how well this improvement in 
method satisfied the increasing public disapproval of what were 
considered inequitable ciscriminations in rating, for such an under- 
standing is fundamental to an appreciation of recent developments. 


PUBLIC ÅTTITUDE TOWARD RATHS 


Of late years the problem of fire insurance rating has contin- 
uously engaged the attention of legislators, almost to the exclusion 
of other important phases of the business. Investigations have 
been conducted in at least nine states’ during the past six years and 
several distinct types of laws have been evolved for the regulation of 
the companies” activities. The space devoted to rating problems 
in technical journals has vastly increased. Criticiems of methods 
employed have been so severe as to induce several states to endow 
the commonwealth with the power to fix the price to be paid for 
insurance. It is evident that underlying such widespread and con- 
tinuous dissatisfaction there must be some basic contentions, some 
identical thoughts common to all these forms of expression, some 
issues which deserve to be recognized and met. From a study of the 
press and the available literature, including reports of the various 
investigatione sonducted, there appear to be three distinct conten- 
tions advanced by legis_ators, insurance officials and the persons who 
purchase fire insurance. 

(1) The first of these, that fire insurance companies have in 

t New York, Wisconsin, Missouri, Ohio, New Jersey, Pennsylvania, North 
Carolina, Kentucky and INinois. 
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general over a considerable period of time made exorbitant profits, 
is losing weight. Those who make this claim contrast the total 
profit derived from the risks written and from interest earned, with 
the capital stock of the companies. This would sometimes show a 
profit of 85 per cent on the capital stock. The capital stock is not, 
however, in tke economic sense the real capital, which in fact com- 
prises the capital, the surplus and a certain portion of the reserve. 
Comparing the profits with the real capital would show a ratio of 
perhaps 11 per cent. A New York investigation led to the conclu- 
sion that the six largest companies earned on the average about 10.1 
per cent on this basis and had a dividend rate of 5.4 per cent from 
1890 to 1909. Medium sized and new companies had a much less 
favorable experience. It would seem that with respect to this 
contention the critics have at least exaggerated matters. 

(2) It is claimed that it is unfair to compel the citizens of a 
state which has yielded profitable results to underwriters for years 
to bear the burden in part of citizens of other states in which the 
experience of the companies had been unsatisfactory, not to say 
disastrous. This argument may be best illustrated by the following 
statements, which are virtually condensed abstracts from the report 
of an insurance superintendent.” ‘There is no reason for imposing 
the highest level of rates on Illinois, as is shown by the following 
table; and yet rates in Chicago, for example, range from 30 per cent 
to 50 per cent higher as regards buildings and from 11 per cent to 
30 per cent higher as regards contents than in four or five other 
states. This is demonstrated by the following figures:® 


1810-1913 
States Loss ratios Building Conients 
Jor the states 
Chicago, IN. 50.5% -68 1.28 
Cleveland, O. §2.1 47 91 
St. Louis, Mo. 59.0 59 1.10 


“Dean Schedule rates vary according to the basis rate which 
is used. The following is a comparison of the basis rates for Illinois 
and other states of the Middle West.® 


7 Report to Gov. Edward F Dunne on Investigation of Fire Insurance Condi- 
tions and Rates in Ilinois, 1915. 

8 The accuracy of these figures and correctness of the statistical methods em- 
ployed are immaterial; they are merely copied to illustrate the argument advanced. 
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Dean Scsepute Basis Rares 


BrOK Frawo ; 

Building Contents Building Contents 
Ilinois (North) 60 70 95 100 
Ilinois (South) 70 70 85 100 
Ohio (prior to 1914) 50 70 80 95 
Ohio (1914) 5D 60 &0 80 
Wisconsin 50 70 20 90 
Kansas : 60 70 05 95 
Ind., Mo., and Mieh. 60 70 95 95 


Thus it appears that higher rates are charged in Illinois than in Ohio 
and Missouri, whereas the latter states show a higher “loss ratio.” 
This contention may to some degree be likened to the demand of 
individual emp‘oyers fo? an allowance in compensation rates because 
_ they have had Zewer or less costly accidents than other employers in 
the same busiress or industry. 

(3) It is ckaimed that it is unfair to compel the owners of profit- 
yielding risks to bear the burden in part of unsatisfactory classes of 
risks. A concrete illustration of this criticism is the question 
asked by the Superintendent of Insurance in Missouri:® “Why 
is the basis rat2 on grain elevators $1.50 and on iron foundries $1.00? 
Why a basis rate of $3.45 on the mill room of a distillery and 35 cents 
on the transformer station of an electric light plant?” He goes on 
to state: ‘J assumed that when the companies fixed a basis rate of 
$2.00 on a given classification this could be justified by their experi- 
ence but was coon infcrmed that this was not the system in vogue.” 
This contention merely embodies an extension of tha principle of the 
application of experience, statistically presented, to the rating of 
classes of risks. 

Summarizing the attitude of the critics, they challenge under- 
writers to justify their rates by statistics and contend that experience 
should be the basis oŻ rate-making. 


RECENTLY Proroszmp SOLUTIONS 


The Universal Mercantile Schedule and the adaptations thereof 
made practically no attempt to justify their results by statistics. 
Individual companies in the main regarded what figures they pos- 
sessed as 2 part of their stock in trade, and the underwriters’ asso- 
ciations were usually powerless to collect the data necessary to 


? Report of Insurance Superintendent of Missouri, 1912. 


Pa 


> 
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measure the equity of the schedule’s application to various classes of 
risks. The same is true of the Analytic Schedule. In fact its author 
stated that “statistics can never give us the slightest clue as to the 
adequacy of these charges or credits. The causes of most fires can- 
not be ascertained. . . . . Aninstant’s thought will show that 
we are forever precluded from obtaining through classified statistics 
the contributicn of such factors as area, height, wall thickness, floor- 
way openings . . . . or any other of the features of hazard 
enumerated in a modern tariff.’’° 

A rate expert who made the rates in Missouri said, “I have 
never seen any statistics covering fireproof buildings. I have no 
statistics to justify any of the basis schedules other than what I have 
quoted as to the average experiences of the State of Missouri, and 
they cover only the aggregate results. Many of the schedules may 
be too high, and others too low, but in the aggregate they produce 
fair and reasonable profits.” An insistent demand at the Annual 
Conventions of Insurance Commissioners that such conditions be 
remedied resulted in the establishment by the National Board of 
Fire Underwriters of an Actuarial Bureau to ascertain fire loss costs. 
Subsequently two new schedules were devised, one combining some 
of the features of the Universal and Analytic systems and the other 
designed to make use of the data collected by the Actuarial Bureau 
mentioned. 

The L. & L.” Schedule. While varying greatly in the methods 
adopted to accomplish its purpose, this schedule is not fundamen- 
tally different from the Universal Schedule. The values -assigned 
to the elements of hazard appear to be dependent upon combined 
judgment and such conclusions as may be drawn from the results of 
intelligent experimentation. Certain of the methods of arriving 
at particular items bear some resemblance to features of the Univer- 
sal Schedule, such as beginning with a basis rate for a standard 
building in a given city, charging flat sums for defects and deducting 
by percentages. Two features in particular, however, are distinctly 
novel; the use of a factor designated the “burning degree,” and the 
emphasis placed upon the influence of floor resistance. 

The “burning degree” is a figure deduced from the type of 

10 A, F. Dean, Fire Hazard: Ia It Measurable? p. 20. 

11 Report of Superintendent of Insurance of Missouri, 1912, testimony of Mr. H. 
M. Hess. 

48 Full title “The Larter and Lemmon Rating System,’ New York, 1916. 
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building construstion and the nature of the occupancy and indicates 
the ignitibility and combustibility of the risk; this figure is fre- 
quently used as a multiplier in certain sections of the schedule. 
Reference to a table of occupancies provides three burning degrees 
for each class of occupancz—one when situated in a fire-proof 
building, one in a brick Duilcing and one in a frame building. The 
object of this davice is to allow a table prepared with one set of 
charges to be incelligensly us2d in connection with all classes of risks. 
The manner in which the burning degree is used will serve to illus- 
trate this. Suppose in a risk, an area of 5,000 square feet, the 
minimum schedule charge being 1 cent per 1,000 square feet or a 
total of 5 cents. If ths arza is occupied by a stock of wholesale 
groceries the charge of 5 cents is multiplied by 2, this being the burn- 
ing degree for such an eccupancy, and the final charge becomes 10 
cents. If occupied as £ garage for gasoline cars with a burning de- 
gree of 4 the final charge becomes 4 times 5 cents; celluloid stock, 8 
times 5 cents; ste. The burning degree is applied to the charge for 
occupancy in the same manner. A table of occupancies provides 
initial charges for various kinds of occupancies in cities of different 
classes, and these initial charges are multiplied by the burning de- 
gree of the risx to arrive at the final charge for occupancy. The 
same is true of the initial charges for ignition hazards, obtained from 
a table of hazacds, and also sharges for unprotected interior supports. 
Thus the initial charge of 2 cents for a coal stove would be multiplied 
by the burning degree of s furniture store, if situated therein, the 
final charge being 3 times 2 cents. In brief, the object sought by the 
use of the burning degree is the regulation of charges for area, oc- 
cupancy, hazards anc supports in accordance with the environment 
of these factcrs, thas is tae igritibility and combustibility of the 
risk. For convenient notice the features of hazard to which the 
schedule applies the burning degree are indicated on the following 
chart by enclosure in dasa lines. 

Considerable credit i given for efficient floor separation be- 
cause of its value in resisting the spread of fire from story to story. 
While the burning degreeis used as multiplier the figure representing 
“floor resistance vale” is used as a divisor. It affects the charges 
for area, ignition hazards and occupancy. Thus suppose a building 
of five stories with a total floor space of 30,000 square feet, and fioor 
and opening protection which is given a value of 175 per cent. 
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The total area charge} for 30,000 feet of floor space after allowance 
for burning degree assume to be 42 cents. This is divided by 1.75 
reducing it to 24 cents. Ignition hazard charges and occupancy 
charges are similarly treated. For convenience these three charges 
are added before dividing by the floor resistance value. For con- 
venient notice the features of hazard to which the floor resistance 
reduction app-ies are designated in the following chart by enclosing 
them in dot-and-dash lines. . 

It should also benoted that in thisschedule the grade of the city 
or town in which the risk is located is considered not only in the 
basis rate, but in several other connections; it is a factor in deter- 
mining the initial charges for building construction, area, occupancy 
and coinsurance. The effect of the grade of town upon the charge 
for area will serve as an illustration of its influence. The initial 
charge per 1,000 square feet in a city of the first class is .7 of a cent; 
in a town of the tenth class the charge is 2.3 cents. The factors of 
hazard influenced by the grade of city or town in which the risk is 
located are indicated on the accompanying diagram by enclosure in 
solid lines. 

It is desirable, in order to afford something of a general view of 
the system followed by this schedule to introduce the following dia- 
gram, bearing in mind, however, that such a diagram can only fur- 
nish a crude sketch of its general outlines and not a detailed de- 
scription of the methods used for valuing the sub-divisions of hazard. 
Viewed from top,to bottom the diagram presents the order in 
which the items of hazard are considered in the schedule. Thus it 
proceeds from the basis rate to the features of building construction, 
the area and height, hazard of occupancy, hazards of ignition, de- 
ductions for good features such as protective devices, exposure of 
the risk to environment, lack of care and precaution and finally, 
failure to sufficiently insure the property. Viewed from the left 
to the right side the diagram attempts to present a rough sketch 
of analysis of the main features of hazard and brief notes of the fac- 
tors considered to affect the various sub-divisions of hazard. Thus 
the basis rate is determined by the character of the town in which 
the risk is situated; the building construction is considered under 
the heading of walls, ñnish, interior supports, chimneys, roof and 


u Not including, however, an addition of 25 per cent to the charge for each 
` floor above the fourth. 


. 
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skylights. The charges in connection with the item of walls are de- 
termined by tha grade of tke town in which the risk is found and 
the character o? the wall construction as compared with the stand- 
ards established by the Building Code of the National Board of 
Fire Underwriters. Other main elements of hazard are similarly 
analyzed. In order to bring to attention the significance of the 
three exceptional ideas of this schedule, the features of hazard 
affected by the grade of city are enclosed in solid lines, the features 
of hazard affected by the burning degree are enclosed in dash lines, 
and the features affected Ly flocr resistance in dot-and-dash lines. 
Thus a general impression can be formed of the extent to which 
the application of these three ideas affects the rata on a risk. 


- Fire fighting facilities 
General structural condit-ons 
- Climatic conditions 


Thickness, ètc. 
Grade of city or tom 


Houber of stories 
Grade of city or town 


Grace of city or téwn 


Ma floors reopen General conatruction 
Burning Degree i Character of occupancy 


j specific charge varyiog with grade of city 
Specafic charge varying vith grade of city 


Hor of square feet of floor upace 
Barning degree s 
Floor resistance 


Re ight} Ces added to area charge fcr storiea above 4th 


Similar addition for Ignition Hazards 


Mature of occupancy 
Burmmg degree 
Floor resistence 


a Floor resistance 
[Light bess, pow- Nature of device 
er anr tndastrial Grade of tow 
processes Barni Jegres 
Story which located 


oteztive, Peeyentire Percentage of the rate 
and warning devices up tc this point deducted 


lling ccoupeancy exclu Fercentage of the rate 
ively sbcve firat floor up to this point deducted 


Communications and falling wall hassrd 
—~{Buildings in frame rows 


angerous asd Re- Specific charges for poor management, an- 
moveable conditioas tidiness, lack of simple protective devices 


For lack of insurance to 80% of value specific 


Coinsurence aijdition to rete, depending on grate of town 
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Only considerable experience in its actual application to a num- 
ber of risks would make it possible to judge of the ultimate results of 
such a schedule. While it is being used experimentally in certain 
territory no conclusion has yet been arrived at by underwriters as 
far asis known, regarding its ultimate value. Viewing it in a broad 
way, however, one fact seems important. Will it serve to aay ex- 
tent to remove the dissatisfaction hitherto existing with fire insurance 
rating methods? It will be remembered that earlier in this paper 
the two principal criticisms of methods extant were founded upon 
one conception—that a difference in rates as between localities or 
between classes of risks should be statistically justifiable. In other 
words, it is demanded that the foundation of judgment of the equity 
of rates shall be experience reflected in statistics. The public ap- 
pears to refuse to be satisfied by the experience, judgment, or what- 
ever it may be termed, of underwriters, however experienced or ex- 
pert they may be or however logical their reasoning. Nothing less 
than figures will satisfy it. Then however much of an improvement 
over previous theories any schedule shows, unless it can justify 
itself by recourse to classified experience! it does not approach 
the standard for which critics are contending. This article is not 
an attempt to prove the feasibility of experience rating, for which 
proof probably an actual test is indispensable, but rather is intended 
to raise the question of whether such a test, from the standpoint of 
the insurers, is not highly desirable. 

The E.G. R. Schedule. In distinct contrast with all the sched- 
ules previously mentioned the E. G. R. schedule is an attempt to de- 
vise a method of ascertaining the total cost of insuring risks of vary- 
ing character by an analysis of statistics of past experience. In order 
to be successful the statistician who furnishes the ultimate data from 
which rates are derived must be provided with an “insurance 
written” and a “loss” card for every risk, showing the state and the 
city or town in which located, the occupancy class in which the risk 
falls, the amount written, the term of the contract, the expiration, 
the grade of building, the grade of occupancy, the grade of internal 

u “Classified experience” must be carefully distinguished from the “ classi- 
fications” described earlier in this paper, which have little if any value for rating 

888. 

a Ful title The Experience Grading and Rating Schedule, by E. G. Richards, 
until recently President of the National Board of Fire Underwriters, New York, 
1915. 
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exposure and external exposure, etc. The use of this information 
will be apparent later. It is proposed when the data are available 
to divide and subdivice the cards in order to arrive at the particular 
kind of information desired. For this some method of classification 
must be adopted. 

The method of procedure is (1) to ascertain the ratio of losses, 
expenses and + fair prcfit to the insurance written on all risks in the 
United States, (2) to obtain a similar ratio for the average risk in each 
particular state, (3) to ascertain the average United States’ rate on a 
risk of a specific clase. Since the first two steps given are to be 
accomplished with relative ease, consideration of them may be de- 
ferred until later and attenszion first devoted to the method employed 
in connection with the ascertainment of an average United States’ 
rate on a risk of a sp2cific class. It is to be emphasized that the 
data for this rate are to be obtained from experience throughout the 
United States, for no one state is sufficiently large to furnish a safe 
average experience upon a given class of risk. 

In order to classizy experience for obtaining a rate on a risk of 
a specific class, three principal features of hazard ere distinguished. 
The cards above menszioned are to be divided according to inherent 
hazard, internal exposure and external exposure. Being a depart- 
ure from the rather general division of hazard into construction, 
occupancy and exposure, these classifications require some definition. 
Inherent hazard is the darger of loss due to inherent qualities of an 
occupancy; the volume of inherent hazard would be modified by the ` 
character of building in which contained. Internal exposure is the 
danger of logs due to the presence in the building of occupancies 
other than the risk unde? consideration. External exposure is the 
danger of loss by reason of surrounding hazards outside the building 
of the risk in question. ‘Therefore the total hazard is considered as 
comprising the hazard emanating from the inherent qualities of the 
risk in question, the hazard consequent upon the existence in the 
same buildirg of otker occupancies and that present by reason of 
the environment outside the building in which the risk is situated. 
The method of treating shese three principal features of hazard is 
similar and a detailed description of inherent hazard alone will be 
sufficient. 

The cards of inherent hazard are first divided into ten grades 
of towns; the town grads being determined by a plan of the Fire 
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Prevention Committee of the National Board of Fire Underwriters. 
Each town grade is then sub-divided into 430 occupancy classes, 
according to a National Board occupancy table wkich designates 
building risks by odd numbers and contents risks by even numbers. 
A building containing wholesale groceries is No. 137 and wholesale 
groceries contained in a building No. 188. These occupancies are 
classified as being in fireproof, brick or frame buildings. Occu- 
pancies in fireproof buildings are then sub-grouped in 10 classes, 
according to quality of building if a building risk or quality of con- 
tents if a contents risk, and brick and frame buildings are similarly 
treated. There now exist for each occupancy thirty quality grades 
of building risks and thirty quality grades of contents risks. Each 
of these thirty grades must then be sub-divided, the building risk 
grades into ten groups according to the quality of contents and the 
contents risk grades into ten groups according to quality of building. 
In brief, the amount of risk is determined by (1) the type and 
quality of building construction, of which there must be many 
classes, to allow for the variety of risks to be found and (2) the class 
and quality of the occupancy, of which there must be many groups 
for the same reason. After such a division of experience, it will be 
possible to determine, for example, inherent loss cost upon a whole- 
sale groceries risk of the fifth grade situated in a brick building of 
the Ist class in a first-class city. Assume this to be, for sake of 
illustration, 87 cents per $100 of insurance. 

It is necessary now to classify the cards of writings and internal 
exposure losses, which is done in a similar manner, except that sub- 
division into each occupancy, class is now unnecessary. Following 
the same plan of refinement of experience, ten grades of quality 
of exposure for each of ten classes of buildings are finally arrived at. 
It is now possible to ascertain for example the loss cost of a grade 2 
internal exposure to an occupancy in a grade 1 brick building in a 
first-class city; which assume to be 35 cents. 

A similar process for external exposure reaches a similar climax 
and an external loss cost of 23 cents. x 

Thus an inherent loss cost of 87 cents, an internal exposure 
cost of 35 cents and an external cost of 23 cents compose the total 
loss cost of the risk, $1.45 per $100 of insurance. A summary of the 
procedure thus far is given in the accompanying chart. 

18 Originally pubhahed in the author's “Fire Insurance Rates,” Quarterly Jour- 


nal of Economics, August, 1916, and reproduced here with the kind permission of 
the Quarterly Journal. 
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But such cannot be the rate on the risk for it would make no 
provision for expenses or profit. A study of expense statistics leads 
the schedule’s author to the conclusion that expenses are about 414 
per cent of all costs; therefore the loss cost, $1.45 must be 584 per 
cent of the total cost. In this basis $1.02 would have to be added 
to the loss costs for expenses, giving $2.47 as the total cost. Adding 
to this 5 per cent of itself, or 12 cents for profit, the final rate is 
$2.59 for a risk of this particular nature in the United States. 

But losses and expenses on risks vary with the state in which 
a risk is situated. One of the complaints against other systems of 
rating, as was noted, was the failure to give sufficient consideration 
to the loss reccrd of the state. It is necessary to proportion this 
rate of $2.59 to the loss record of the state in which the risk is situa- 
ted, which we may assume to be New York. The average rate of 
‘premium for all risks in the United States is found, by reference to 
statistics which are available of stock companies’ underwriting 
experience, to be 112.5 cents, this figure including expense and 5 per 
cent profit. The average rate of premium for all risks in New York 
is found to be 75.1 cents.” The risk in New York state should pay. 
only about 751/'1125ths of the average rate of a particular class of 
risk in the United States. For a risk of the kind for which figures 
have been assurned here, situated in New York state, the rate would 
therefore be 751/1125ths of $2.59 or $1.73 per $100 of insurance. 

A noteworthy feature of this system of measuring hazard is the 
avoidance of dependence upon the experience of a single state. 
Instead the rate for a given kind of risk in the United States is arrived 
at and the rate for a given risk in any particular state is found by a 
proportion in which the rate in the given state is to the rate in the 
United States as the experience of the state is to the experience for 
the entire United States. By this device the danger of inadequate 
data as a basis for premiums is immensely reduced while, on the 
other hand, the risks in every state are rated in accordance with the 
experience of their particular state. The E. G. R. schedule is thus 
plainly an endeavor, however successful or unsuccessful may be its 
results, to fairly meet the objections of critics to existing methods of 
measuring hazard. 

"Tn arriving at the average rate for a state unusual conflagration losses are 
apportioned arhong all states. California’s loss cost would be 2.327 if it bore the 


total corflazgration loss itself but is considered as only .716 per cent after the con- 
flagration logs is distributed among all the states. 
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With regard to conflagration losses it has always been contended 
that no single state’s experience was sufficient to form an ‘average, 
since conflagrazion los32s are sudden, extremely large and occur at 
indeterminate intervals; and statistics of fire losses verify this 
assertion. The costs of such uncertain and incalculable losses, if 
collected solely from the risks of the particular state in which the 
great fire occurzed, would make the average rate so excessive as to be 
uncollectible. Thus the Bangor fire causes the average loss cost in 
Maine for the ten years 1903-1912 to be $1.02, the Baltimore fire 
makes the costin Marvland $1.28 and the San Francisco fire raises 
the cost in Cabfornia to $2.38. Only the entire United States ex- 
perience (if that) will suffice for the averaging of such losses, and the 
schedule under consideration arranges for this by distributing them 
among all the states. Apportioning the large losses of this kind 
among the states, the loss cost of Maine is reduced to $1.00. that of 
Maryland to .47 and that of California to .72. It is alleged that 
formerly the companies were accustomed to recoup such losses in 
such localities and from such classes of risks as might be most con- 
venient without regard to the equity of the collections. Thus 
it was stated that ‘In applying the San Francisco advance, 
the exchange was instrumental in perpetrating an injustice upon 
the insuring public. . . . . Assuming that necessity existed 
for such a step, the burden should have been equitably distributed 
over the entire country or at least over the conflagration areas of the 
country. As It was, rates were not advanced everywhere, nor was 
such advance uniformly maintained where it had been effected. 8 
Any effort to provide a systematic method of treating the advances 
in rates made necessary by conflagrations is certainly to be com- 
mended. j 

But the fundamental and basic feature of importance in this 
schedule is the effort to provide a statistical foundation for rates, 
so that the lanter become the exact reflection of the results of ex- 
perience. This endeavor strikes at the root of the criticism that 
the equity of a rate should be demonstrable by figures, and if feasible 
will definitely remove the present objection to methods of rate- 
making. However ursatisfactory the immediate results may be 
conceived to ke, such a proposal affords at least an opportunity for 
the constant improvement of a single and well-defined plan as con- 


18 Report of 3. Deutschberger tc the Insurance Dept. of N. Y. July 21, 1913. 


i Frre Insurance RATEMAKING 219 
trasted with the previous procedure of successively presenting dif- 
ferent types of schedules in the hope that one might be attained 
which would render results satisfactory to the public and the un- 
derwriters. It would seem that the proposal to utilize experience 
in a statistical form would appeal equally to the insured and the 
insurer, inasmuch as it would be of immense assistance in removing 
the prejudice and ill-considered legislation which have rendered 
unpleasant the past relations of the companies and the public. 

A few words may be said concerning the collection of the data 
necessary to make practicable the plan outlined. On January 1, 
1915, astandard classification was adopted and the Actuarial Bureau 
of the National Board of Fire Underwriters began the collection of 
experience from nearly 190 companies, fully one-third of which were 
mutuals and non-members of the National Board. Its work has 
been greatly furthered by the codperation of the insurance depart- 
ments of a number of states and there were in May, 1916, 236 com- 
panies cooperating in the work, including 125 National Board com- 
panies, 59 non-member companies and 52 mutuals. During the 
year 1915 about 650,000 loss reports were received and at the present 
rate there will be on file at the end of 1916 over a million reports of 
losses sustained and paid by members of the Bureau. 
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In insurance, as in other forms of business enterprise, an excess 
of disbursements over income is fatal to success, and security against 
the consequences of events which abnormally increase disburse- 
ments is a métter of primary interest to insurers and to policy- 
holders. The largest and most variable item in ths disbursements 
of an insuring organization is that attributable ta “losses,” pay- 
ments on account of the ozcurrence of evenzs against which insur- 
ance has been granted. Premiums, which are supposed to provide 
resources to meet loss payments, are calculated on the basis of the 
theory that past losses furnish an approximately ascurate guide to 
the future. Eence an abnormal excess of actual losses over expected 
might bring about such an increase of disbursements as to lead to 
embarrassmert or insclvency for the insurer and to inadequate pro- 
tection for the insured. 

Any evert which causes a loss sufficiently great to embarrass 
. an insuring crganization and to endanger the security which it 
offers to policyholders is known as a “catastrophe.” The point at 
which losses resulting fron a single event become sufficiently large 
to classify the event as a catastrophe varies between insurers; the 
larger the income acz2unt, the larger the loss which can be experi- 
enced without serious dissurbance. It varies alsc in the minds of 
insurance offcials; the more conservative the management, the 
lower the point. Wherever the point may be, adequate protection 
of the policyholder demands that the insurer take measures to 
secure itself against such catastrophe losses. 

Susceptibility to catastrophe varies greatly between different 
classes of risss and is dependent upon the probability of a single 
evert causing a serious loss. The congested districts of large cities 
are subject to catastrophces in the form of confiagrations; isolated 
farm houses present no possibility of such losses. A single mine 
accident may cause deaths and injuries which entail abnormally 
large payments undsr a compensation law; an ecuivalent-accident 
could not occur to the widely scattered drivers of a taxicab company. 
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The employes of a factory operated by steam power are subject to 
an explosion hazard which does not exist in an electrically operated 
plant. 

Further, the catastrophe hazard bears no necessary relation to 
the average losses on a given class of risks. One class may show a 
heavy loss experience due to & large number of individual losses, no 
one of which is unusually serious. In another, losses may occur 
only occasionally but each loss may be extremely heavy, approach- 
ing or reaching the point which places it in the catastrophe group. 

No one form of security against the catastrophe hazard has 
become standardized, each insurer adopting whatever of the avail- 
able agencies seem best or most expedient—its decision resting on 
considerations of the size and character of its business and its 
underwriting practices. Three general methods are in active use; 
retusal to assume risks involving a catastrophe hazard, accumulation 
of reserve funds from which extraordinary losses may be paid, and 
shifting catastrophe risks to other insurers through reinsurance. 

Limits. The simplest and most obvious method of dealing 
with the catastrophe hazard is to avoid it altogether by refusing to 
accept liability for losses beyond a certain amount on a given risk or 
group of risks. A fire insurance company may limit the amount of 
insurance which it will write on a single building, in a single block, 
or in a single “conflagration district.” Employer’s liability insur- 
ance is written with standard limits of $5,000 and $10,000; the 
$5,000 limit applying to liability for the injury of any one man, 
and the $10,000 limit applying to liability for injuries arising out of 
any one accident.! Underwriters at Lloyds limit the amount of 
marine insurance which they will grant on a single vessel; life insur- 
ance companies refuse to write policies with too large a face value; 
and principal sums of accident insurance policies are restricted in 
like manner.* 

Further examples of this type of practice could be cited from 
practically every form of insurance. It is the individualistic method 

1 An increase in these limits involves the payment of additional premiums, 
the amount of whick is determined by the susceptibility of the risk to the 
catastrophe hazard. 

? Limits are also often set in order that the insured may not be able to 
make a profit by collecting the amount of the insurance, thereby minimizing 
the moral hazard. 
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of meeting the problem, eack insurer assuming whatever risk it can 
safely carry and leaving tbe remainder to be placed with other 
insurers or reteined by the policyholder. Its application forces 
large concentrased intecests to seek their insurance from several 
insurers and inereases the complexities attendant on a settlement 
of loss. 

Accumulation of Catastrophe Reserves. Every insurance organ- 
ization maintains a surplts from which, if necessary, unusual 
demands may be met. Even with careful attention to the limita- 
tion of risk there is a possibility of unusually heavy losses due to 
general conditions, and occasionally risks which underwriters have 
considered as ‘‘3eparat2 and distinct” may be shown to be connected 
in an unforeseen manner. Proper mangement requires a fund 
which will prcvide financial reénforcements with which to meet 
such losses. 

Some organizations assume risks which are known to involve a 
catastrophe hazard on the theory that, while a Gateetropie loss may 
embarrass them if it must be met from a single year’s income, they 
will be able to meet such losses successfully if spread over a term of 
years. These insurers aczumulste a “catastrophe reserve” by 
setting aside an appropriate amount. Depletion cf the reserve to 
meet extraordinary losses i3 carrected by new accumulations in fol- 
lowing years. The state workmen’s compensation, funds are 
required by law to maintain such reserves which, with one exception, 
are their sole immediate >esource for meeting catastrophe losses. 
For example, in New Yorx ten per cent of the premiums received 
by the fund are to be set aside until a total of $109,000 is reached, 
after which five per cent cre to be set aside until the fund is large 
enough to cover the catastrophe hazard. 

Maintensnce of catassrophe reserves by individual i insurers is at 
best of limited efficacy, particularly in the case of young or small 
organizations Their adequacy as a protection against serious loss 
is open to question in most cases and they require that large sums be 
kept on hand in comparative idleness. 

Reinsurance. FEeinsurance is the latest and most favored 
method of dealing with the catastrophe hazard. The practice of 
limiting riske is objectionable to policyholders, who prefer to place 
as much insurance es possible with one company, provided it offers 
ample security; and also to insurers, who desire to offer coverage for 
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large risks end thereby increase the attractiveness of their agency 
contracts. The practice of reinsuring with other companies that 
portion of a risk which involves a catastrophe hazard enables a 
single company to assume large ‘‘lines”’ and, at the same time, offer 
security to its policyholders. Each reinsurer limits the risk which 
it will assume in order that its own stability may not be threatened, 
and requires ths original insurer to retain a certain part of the risk to 
promote careful selection. 

Reinsurances may be effected by the submission of individual 
risks to the reinsurer for acceptance or by means of 2, general con- 
tract under the terms of which the reinsurer automatically assumes 
a stated amount on each risk at the moment that the risk is written 
by the origina! insurer. Reinsurers are divided into two broad 
classes; independent reinsurers, whose relation to the reinsured is 
purely one of contract for indemnity, and mutual reinsurance or- 
ganizations cf which the reinsured are members. 

Fire Insurance. The practice of the Associated Factory 
Mutual Fire Insurance Companies illustrates one method of rein- 
surance. If ons of these companies accepts a risk larger than it 
seems wise to carry it immediately negotiates with other factory 
mutuals to cover the excess above the amount which it desires to 
retain. The amount ceded to any other single company depends on 
the judgment of the reinsurer and the reinsured as to the risk which 
can be carried safely. Under this plan each risk and each rein- 
surance is a separate problem to be independently settled. 

The ‘‘reinsurance treaty,” a form of contract used by Euro- 
pean companies specializing in reinsurance, furnishes a simple and 
comprehensive method for shifting surplus risks. Under the terms 
of these contracts the reinsurer agrees to assume automatically a 
specified portion of each risk, subject to limitations of amount and 
location, as soon as the orignal contract becomes binding on the 
reinsured compeny, provided notice is given as required. The 
reinsurer agrees to accept a proportionate amount of the premium 
collected, minus a percentage for commission and other expenses; 
and to abide by the loss adjustments of the original insurer. In 
some contracts there is provision for profit-sharing on the business 
ceded. Contracts of this sort relieve insurers of the trouble of 
separate negotiation for each risk and remove the danger of loss 
between tho time of acceptance of the risk and the placing of rein- 
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surance. Loss of profits which go to the reinsurer and the difficulty 
of watching European companies are drawbacks of the plan. In 
1915, $63,538,652, or nearly two-fifths of the premiums paid for 
reinsurance by companies operating in the state of New York, were 
paid to treaty companies. 

Desiring to retain ihe reinsurance business in their own hands 

a number of companies writing fire insurance have organized mutual 
associations for the ptrpose of distributing the catastrophe risk. 
The largest of these is the Reinsurance Bureau, an organization of 
sixty-three American and European fire insurances companies, which 
writes reinsurance on risks in thirty-four states. The Bureau is in 
charge of a manager who acts as attorney for the member com- 
panies, accepting and distributing risks according to a basic agree- 
ment covering its operations. Risks in certain localities and of 
extremely hazardous character are barred and limitations are placed 
on the amount of thcee which are accepted. The original insurer 
is required to retain, on certain risks, an amouns equal to that 
ceded through the Bureau and, on other classes, an amount’ equal 
to at least one-half of the amcunt ceded. Al cessions, if made 
within the rules, are obligatory and binding. Members partici- 
pate on a percentage basis, each being responsible for its indi- 
vidual participation of one to three per cent of all reinsurance 
effected. 
’ The Reinsurance Clearing House, an association of fifteen fire 
insurance companies, combines the automatic cession feature of 
treaty agreements with a mutual form of organization. Each 
member company assumes five to twelve and one-half per cent of | 
the reinsurance risk and participates in earnings and losses. 

A company may and usually does employ more than one 
method of avoiding‘ catastrophe losses. Limits must be set for 
localities and risks not covered by reinsurers. Even though a 
company retains but a relatively small amount on individual risks 
_ it must limit the number of ‘risks which it carries in a given area, for 
a conflagration might cause a heavy drain on its resources through 
the occurrence of a large number of small losses. In order to cover 
a large risk reinsurance must often be secured from several reinsurers 
as each places a limit on the amount it will assume. Maximum 
possible coverage is further limited by the amount of reinsurance 
which can be obtained through all available and cesirable agencies. 
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Workmen’s Compensation. It is usually required by law that 
the amounts payable to injured employes under a workmen’s com- 
pensation policy shall be limited only by the provisions of the com- 
pensation act. An insurer can apply the principle of limits only 
by refusing to accept undesirable risks. If a risk is accepted it 
carries with it the catastrophe hazard incident to its classification. 
Reinsurance is, therefore, peculiarly necessary in this branch of the 
business in which the reinsurer, in return for a percentage of total 
premiums, assumes liability for all losses in excess où a specified 
amount arising out of any one accident. 

A considerable amount of this business is handled by London 
Lloyds and by the larger insurance companies but the mutual 
principle has been applied in at least two organizations; the Work- 
men’s Compensation Reinsurance Bureau, and the Mutual Corpo- 
rations’ Reinsurance Fund. The Bureau is maintained by fifteen 
stock companies which pay into a general fund five per cent of pre- 
miums received on account of risks in the state of New York and 
two and one-half per cent of premiums from other states. With 
the exception of losses on certain prohibited extra-hazardous classi- 
fications, the bureau assumes liability for losses due to a single 
accident in excess of $25,000. Members participate in any surplus 
above the requirements of the fund and are liable for assessments in 
case of a deficit. For accounting purposes the bureau divides its 
business into two groups according to the percentage of premiums 
paid, each group being financially distinct. Dividend payments are 
subject to the requirement that a fund of $250,000 be accumulated 
and maintained for each group. 

The Mutual Fund is operated on a somewhat similar plan. Its 
membership includes nine mutual companies in New York State. 
Contributions of five per cent of total premiums are made to the 
fund and each company is liable, if necessary, for an additional as- 
sessment of five per cent of premiums collected during the year pre- 
ceding a catastrophe loss. Losses in excess of $25,000 but not 
exceeding $100,000 are paid from the fund. The risk in excess of 
$100,000 is usually shifted to other reinsurers. i 

Akin to these organizations is “The Associated Companies,” 
a combination of ten stock companies exclusively for the writing of 
mining risks, which involve a high degree of catastrophe hazard. 
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All premiums end losses are divided among the companies equally, 
the ordinary a3 well as the catastrophe risk being distributed. 


No attempt has been made to cover the entire field of rein- 
surance—examples might be cited ad infinitum but those presented 
are sufficient to show the growing tendency to extend the principle 
of insurance from the distribution of the losses of individuals to the 
distribution cf losses of insurers. Insurance organizations, by 
protecting themselves can offer greater security to their policy- 
holders and enable large properiy owners to carry their insurance 
with a relatively small number of companies. Systematic codpera- 
tion has increesed the zase and pecs with which business affairs 
may be conducted. 


THE DISABILITY INSURANCE POLICY 


By A. P. WOODWARD, 
Secretary, Accident Department, Connecticut General Life Insurance Company. 


Accident insurance had its inception in England with the Rail- 
way Passengers Insurance Company of London in 1849, and, as 
the name of the company implies, this form of insurance was sug- 
gested by the perilous adventure of a journey ‘on the then new 
railroad train. From this limited coverage it has been gradually 
extended to include practically all accidental bodily injuries. 
Insurance against loss from sickness or disease is more recent in 
its development. In the last thirty years it has grown in volume 
from a premium income of approximately $2,000,000 to approxi- 
mately $33,000,000 annually. 

This insurance, which is generally termed a disability insur- 
ance policy, is primarily a contract of indemnity, though in so far 
as it provides sny payment in the event of death, it involves the 
principles of a limited life insurance. Apart from this feature, the 
policy is a contract of insurance against material or pecuniary loss 
on the part of the insured. To entitle the policyholder to benefits 
under the policy ke must sustain a loss either of some member of 
the body as, for instance, a hand or foot, or of his time; pain or 
inconvenience does not come within the scope of the insurance. 

Carrying the principle of indemnity into practice, the under- 
writer in issuing policies sees to it that the amount which he prom- 
ises to pay for any fixed loss bears a reasonable relation to the 
financial condition of the applicant, and when the policy is of a 
form providing for the payment of a stipulated amount per week or 
per month for loss of time that such amount is fixed at something 
less than the average weekly or monthly earnings of the applicant. 
The word “earnings” is used in distinction to income to define that 
part of the insured’s income resulting directly from his labor and 
to exclude such part of it as results from invested funds through 
sources not dependent upon the application of his time. 
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Tam AFPLICATION 


Before actempting an examination of the policy contract, 
consideration must be given to the application for the insurance, 
which is the foundation upon which the policy rests. This appli- 
cation, either in the form cf questions and answers or by statements 
of the applicant, is designed to give to the underwriter such informa- 
tion as will identify the insured and enabla him to carry out the 
applicant’s w-shes should loss occur; to fix the premium charge by 
determining to what 2xtent the applicant is exposed to the hagard 
of injury; acd, lastly, tc determine whether the applicant is in 
normal or abnormal physical condition. 

It is assumed that the possibility of injury from accidents 
“common tc all,” ¢.¢., accidents about the dwelling, on the streets 
and highways, while riding in public conveyances and in recreation, 
is practically the same for all classes of applicants. The difference 
in the hazard of any risk lies in the occupational exposure, and some 
idea of how widely they differ may be gained from the premium 
tables varyizg from $5 tc $30 per unit of insurance. The standard 
manual lists over 6,C00 cccupations divided into ten clasaifications 
containing practically al’ occupations with the exception of a few 
special hazerds connected with mining and railway operation. 
Individuals in the same business or occupation differ widely in their 
exposure to injury and, trerefore, it becomes necessary to determine 
not only the occupation but the duties of the particular applicant 
in that occupation. Investigation in a case in which the applicant 
described his occupsetion as “General Manager af the Rail- 
road Company, executive duties and traveling,” disclosed that the 
Railroad was fourteen miles long and that the General 
Manager regularly collected tickets, handled baggage and express 
goods, and occasionally operated a gascline motor car in which 
passengers were carried—I cite this case as an illustration of the 
need for krowing more than the title of an occupation to determine 
in what werk the epplicant is engaged. Difference in occupation 
is not taken into account in determining the premium charge for 
disability Cue to sickness. 

Disability insurance is issued without medical examination, 
the under~riter re-ying upon the insured’s statement of his age, 
height, weight, such medical or surgical treatment as he may have 
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received, and any condition of bodily or mental infirmity from which 
he is suffering. 

A copy of the application is made part of the policy contract, 
and under it the applicant agrees that the right to recover on any 
policy of insurance issued upon the basis of the application shall be 
barred in the event that any one of its statements, material either 
to the acceptance of the risk or to the hazard assumed by the com- 
pany, is false; or in the event that any one of its statements is false 
and made with inteni to deceive. 


Tue PoLrrcy 


Having briefly examined the application, we may now turn to 
the policy itsalf. There is no standard form of disability insurance 
policy created by legislative enactment as in some lines of insurance, 
but custom kas gradually developed what may for practical pur- 
poses be considered a standard policy, and for purposes of this 
analysis we will assume that we have before us such a typical 
policy providing $7,500 principal sum and $25 weekly indemnity. 

What is the nature of this insurance? The answer is found in 
the insuring clause and perhaps no single proposition of insurance 
law is so generally misunderstood as that applicable to its proper 
interpretation. 

At the outset it becomes apparent that two causes of loss are 
contemplated—loss due to bodily injuries and loss due to sickness 
or disease with a sharply drawn line of demarcation between them. 
' Furthermore, it is attempted to cover only a part of the personal 
losses—death, and loss of hands, feet, eyes, etc., from but one of 
several ways by which they may occur. The obvious explanation 
of the misunderstanding of the insuring clause is the endeavor to 
express this limitation in a few words, and in the very nature of 
things it is not surprising that border-line cases constantly arise. 
It is necessary to consider this policy as though there were two 
distinct contracts of insurance, one insuring against injuries and 
the other against diseases. We will examine the accident feature 
first. 

For upwards of fifty years the enacting clause, or insuring 
clause, of the accident insurance policy has provided benefits in 
the event of loss “resulting from bodily injuries effected directly 
and independently of all other causes through external, violent and 
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accidental means.” Owing to the construction put by the courts 
upon the words “external” and “violent,” they are of little, if any, 
importance in determining liability in any case, and there is a marked 
tendency on ths part of und=rwriters to omit them from the present- 
day policies so shat we may, therefore, consider this clause as though 
it read “against loss resulting from bodily injuries effected directly 
and independently of all osher causes through accidental means.” 
Two distinct propositions are embodied in this insuring clause: 
first, it must >e shown that the insured suffered a bodily injury 
effected through accidentel means; and second, that the bodily 
injury so effected was the sole cause of the loss.. Much of the mis- 
understanding has arisen because of failure ta keep this dual require- 
ment in mind and to properly apprehend the meaning of accidental 
means. 

In one of the earliest cases construing an accident policy the 
United States Supreme Ccurt laid down this rule: 


that if a result is such as follows from ordinary means voluntarily employed in 
not an unusual sad unexpected ‘vay, it cannot be as a result effected by accidental 
means, but if in the act which precedes the i injury, something unforeseen, unex- 
pected, unusual occurs which produces the injury, then the injury has resulted 
from accidental means. : 


The occurrence of an injury does not justify the conclusion 
that it was affected through accidental means. It may be the 
, unforeseen o> unlooked for consequences cf an intentional act, or 
it may be the consequenc3s of an unintentional or unlooked for act, 
and it is only the laicer which come within the scope of the policy. 
Perhaps an illustration may make this distinction clearer. In a 
recent decision it-appeared that the insured was sitting in an arm- 
chair and for the purpose of demonstrating his strength, placed his 
hands on tha arms of tbe chair and raised and lowered his body. 
This unaccustomed exerzise brought about a rupture of a blood 
veasel. The court concluded that though the injury was clearly an 
accident, it was not effected by accidental means because the in- 
sured did what he intenced to do in the way designed and the only 
unexpected occurrence in. connection with the incident was the 
unfortunate result. 
Having determined that bodily injuries are effected by acci- 
dental means, it becomes necessary to revert to the second of the 
two limitations of tae insuring clause and show that these injuries 
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alone produced the loss. If the injury starts a train of circumstances 
and the final link is a disorder which ordinarily would be termed a 
disease, liability attaches under the policy, for the injury must be 
regarded as the sole actuating cause of the loss; for instance, death 
due to pneumonia following a severe blow on the chest. If, on the 
other hand, the insured is suffering from a disease or bodily impair- 
ment or abnormality which, codperating with the injury, produces 
the loss, liability does not attach. The principle involved is simple 
enough, but its practical application, involving as it does, a deter- 
mination of fact, requires close and subtle reasoning and is a source 
of frequent misunderstanding. 

Having brought the happening within the limitations of the 
insuring clause, let us examine the various benefits provided for 
the resulting loss. For loss of life and for certain specific losses that 
could not otherwise be definitely and satisfactorily measured in 
dollars and cents at the time of their occurrence, the principal sum 
or some proporticnate part is payable. This typical policy provides 
for ‘loss of 


Hand and Foot... ..... cca cece eee e cee teeteeens 


Sight of an Bye... .. eee cee cece eee ee een eens 2,500 
Thumb and Index Finger............ 0. ee cece ees 1,875 


The loss and its cause must be so linked together as to reason- 
ably exclude the possibility of a subsequently acquired infirmity 
complicating or in part causing the loss. if the injury is such as 
prevents the insured from performing all of the duties of his occu- 
pation from the date of its occurrence and during the continuance 
of this condition one of these specific losses occurs, the benefit 
provided for that loss is payable. If, however, the injury should 
not produce an immediate disability, it is necessary to link cause 
and effect: together in point of time so as to reasonably protect 
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both the insured and tke insurer. Sufficient time must elapse to 
allow the injury to develop and for such surgical attention as it 
may necessitate, and cn the other hand the period of time must be 
sufficiently short to exclude any question of doubt as to the cause 
of the loss and at the same time make the contract definite and 
certain. Ninety days is the time fixed by practically all policies 
for the occurrence of this loss following an injury unless, as just 
pointed out, the loss and the injury are continuously connected by 
a period of disability. 

Only a small persentage of injuries result in loss of life or of 
some member of the body. The large percentage cause loss of time 
for which benefits are payable. The policy definss two classes— 
total disability and partial disability. 

This typ-cal policy reads as follows: 


Or if such injuries alone, independently and exclusively of all other causes, 
shall from the date of the accident wholly and continuously prevent the insured 
from performing any and every kindef duty pertaining to his occupation. . . . 


This provision lays down three conditions by which each given 
` set of facts are to be measured to determine the respective rights 
of the insured and the insurer. It defines‘total disability as that 
condition during which the insured is unable to carry on any of his 
business dutias. If such disability exists, did it immediately follow 
the injury? If such disability exists and it immediately followed 
the injury, is it continuous? Again the limited nature of the insur- 
ance becomes obvious and we see that only a certain kind of dis- ` 
ability is within the soverage of the policy. Assuming that such a 
disability is established, this typical policy provides a benefit of 
$25.00 weekly, payable as long as the disability lasts, be it for a 
few days, a few months; or possibly the balance of the insured’s 
life. 

Partial disability, as the name implies, is something less than 
total disability and is defined by the policy as an inability to per- 
form “one o> more important daily duties pertaining to his occupa- 
tion.” The 3ame luritation exists here as in the provision regarding 
total disability, though this condition of partial disability may 
either immediately follow the injury or follow a period of total 
disability and, instead of being payable during the duration of 
disability, is limited to a period which is very generally fixed at 
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twenty-six weeks, providing, under this typical policy, a benefit of 
one-half the total, or $12.50 a week. 

Statistics compiled from a large number of cases show that 
fractures, dislocations and similar injuries produce an average 
period of disability. A schedule of such injuries as permit a clear 
definition with the benefits payable, determined by applying to 
the amount of the policy this average period of disability, is incor- 
porated in the contract. The insured has the option of taking this 
benefit, payable immediately in a lump sum, or of awaiting the 
termination of his disability and taking the amount stipulated per 
week under tke policy. 

Beginning in 1909 there has been a series ot legislative enact- 
ments relating to accident and health insurance which fortunately 
have been practically uniform in the several states. , Uniform 
phraseology of certain “standard provisions” is prescribed and 
these provisions must be incorporated in every policy issued. 

A clear understanding of the nature of the accident insurance 
policy requires an examination of one of these provisions generally 
referred to as the pro-rate provision, which reads in part as follows: 


In the event that the insured is injured after having changed his occupation 
to one classified by the insurer as more hazardous than that stated in the policy, 
or while he is doing any act‘or thing pertaining to any occupation so classified, 
except ordinary duties about his residence or while engaged in recreation . . . 
the insurer will pay only such portion of the indemnities provided in the golioy 
as the premium paid would have purchased at the rate but within the limits so 
fixed by the insurer for such more hazardous occupation. 


In analyzing the application I laid some stress upon the in- © 
sured’s occupation and a description of the duties performed by him, 
and I called attention to the classification of risks by occupations. 
The ‘Standard Provision Law” recognizes this control of classi- 
fication by occupation to the extent of saying to the parties that 
even though they have agreed upon a policy providing a certain 
benefit, yet if the insured has met with injury through exposing 
himself to greater probability of injury than was contemplated when 
the policy was written, the benefits payable shall not be the sum for 
which the policy was written, but only such proportionate part as 
is commensurate with the increased exposure. 

Turning to the provisions for loss due to sickness, we find that 
loss of life, hand, foot, sight, or any member of the body is elim- 
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inated, and tke benefits limited to loss of time. The language used 
in the insuring clause is “against disability from sickness or disease, ” 
contracted during the term of the policy and requiring treatment 
by a physician. 

_ Asin the accident feature, two degrees of disability are recog- 
nized—total and partial. The definition of total disability is the 
same. Partial disability is defined somewhat differently as an 
inability to parform “one or more important-daily duties pertaining 
to his occupation, sustaining a loss of at least one-half-his business 
time each day.” This partial disability must also follow total 
disability. 

The payment of benefits is limited to a period of fifty-two weeks 
for either tozal disability or total and partial disability combined. 
In this typical policy either $25 or $12.50 a week is payable. 

If the disability is of a permanent nature, upon proof that it has 
existed for twelve months and resulted in the loss of the use of 
hands, feet cr sight, an additional benefit equal tc forty-eight times 
the weekly benefit for total disability is payable. 

Old age is recognized as a factor causing disability from sick- 
ness and an increase in the premium table is made beginning with 
age fifty-one. e 

Losses of any description due to war, military or naval service, 
aviation, amd sickness sustained in the tropics, are specifically 
excluded in the coverage of the policy. 

We have considered the essential elements of the disability 
insurance policy. Competition has taken the form of increased 
benefits rather than a reduction of premium rates. Accordingly 
we find thi typical policy providing for the payment of double 
benefits if sich injuries are sustained (a) while a passenger in or on a 
public conveyance provided by a common cacrier for passenger 
service (including the platform, steps or running board of railway 
or street railway cars); or (b) while a passenger in a passenger ele- 
vator (excliding elevators in mines); or caused (c) by the burning 
of a building while the insured is therein at the commencement of 
the fire; or (d) by the collapse of the outer walls af the building while 
the insured is therein; or (e) by a stroke of lightning; or (f) by a 
cyclone or tornado; or (g) by the explosion of a steam boiler. , 

Provision is made for the payment of certain fixed amounts 
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varying from $5 to $100 should the injuries or sickness necessitate 
one of a number of operations enumerated in the schedule of opera- 
tions contained in the policy; and if the injuries or sickness require 
hospital treatment, the payment of the expenses incurred, not 
exceeding $12.50 a week for twenty weeks. If the injuries do not 
cause a loss for which indemnity is payable, but do require surgical 
treatment, provision is made for the payment of the surgeon’s bill, 
not exceeding $25. 

Also provision is made to place the insured in the care of rela- 
tives or friends, provided such expense does not exceed the sum of 
$100, should: he by reason of injury or illness be unable to com- 
municate with them and the company be notified of his condition. 

The policy also sets forth the procedure to be followed in giving 
notice of injurv, payment of benefits and changes in the insurance. 

Special needs of individual insurance are usually taken care of 
by endorsement upon the policy or by means of riders embodying 
special provisions attached to and made part of the policy. 


THE CONCLUSION 


In conclusion I am tempted to indulge in a brief speculation as 
to the future development of this branch of insurance. The present- 
day disability policy is a product of a slow evolution which has not 
always been logical. Originally designed to cover only railroad 
accidents, gradually the various limitations have been removed 
from it until today it covers all accidents, and the supposed danger 
of railroad travel has in the light of underwriting experience dimin- 
ished to the point where double benefits are paid for such accidents. 
Why the insured’s time should be worth twice as much if he is 
disabled: through meeting an injury while riding on a train as it is 
if he fell down stairs in his own dwelling and sustained the same ' 
injury is diffictlt to explain. 

Properly viewed, disability insurance is but e part of that 
enormously important branch of insurance which, for want of a 
better name, may be called personal insurance to distinguish it from 
commercial and property insurance. This personal insurance 
includes loss due to death, to disability from any cause, and against 
the certain infirmities of old age. 

Assuming shat a person has responsibilities for which provision 
must be made in the event of death, why should he pick out one of 
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_ the forms by wich his life may be terminated and insure against 
that to the exclusion of all others? Accidents cause approximately 
9 per cent of all deaths in the United States, while pneumonia causes 
approximately 14 per cent but we do not insure against death by 
pneumonia alone, though apparently it would be more logical to 
do so. The death hazard is properly covered by life insurance, and 
there szems no clear justification for a form of insurance covering 
it from the limited causes we have been considering. ‘ 

Nor is there any real justification in endeavoring to distinguish 
betweenso-called accident disability and so-called sickness disability. 
Frequently it ic well-nigh impossible to distinguish one from the 
other or to tell where one ends and the other tegins. To the insured 
who is disabled, the loss is precisely the same. This also applies to 
the benefits for the loss of hands, feet or sight." What the insured 
needs is compeasation for this loss regardleas of what may have 
occasioned the loss. 

Much waste occurs in the payment of an enormous number of 
trivial losses, losses that are not in any sense of the word real losses. 
Waste has to be paid for, and in the insurance business there is but 
one source from which the wherewithal to meke payments can come 
and that source is the policyholder. The insurance company does 
not produce, its sole function being to collect and distribute. There- 
fore, some change is desirable to eifect a saving of the amounts paid 
for these trivial claims of a few days’ duration. 

Disability insurance is sold—not bought, and its sale requires 
the entire time of a large body of highly tra:ned anc. efficient sales- 
men. The modern disability insurance is a term: contract running 
for a period of twelve months at most and fr2quently only for six or 
three months. Here again is a source of encrmous waste—waste of 
time of these salesmen in going back each three or six or twelve 
months to arrange with their clients for insurance, not new insur- 
ance or more insurance necessitated by changed conditions on the 
part of the client, but the same insurance which the client carried 
during the preceding term. That waste also has to be paid for and 
again it is the policyholder who does the paying. Changes must 
be adopted that will make the insurance permanent in form and 
enable the salesman to devote his energies tc the development of 
new business. ‘These changes cannot be wholly effected by the 
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insurance companies. Unfortunately, state supervision of insur- 
ance has not always been guided by wisdom and foresight and regu- 
lations apparently justified by temporary expediency prove stum- 
bling-blocks to future development. What is needed is not less 
supervision but supervision which, safeguarding the interests of the 
policyholder, is flexible enough to allow for such changes as are 
requisite to our economic and social development. The fullest 
measure of success can result only from an intelligent codperation 
between the insurance departments and the underwriter. 


ACCIDENT PREVENTION 


By Davin S. Bryzr, 


Manager, Accident Pravention Department, Massachusetts Employes Insurance 
Association. - 


DEVELOPMENT 


The first serious attempts at systematic accident prevention 
were made abroad, following the introduction of compensation acts. 
From time immemorial it had been the rule that an injured work- 
man was entitled to “damages” only if it could be clearly shown that 
he was injured through some fault of his employer. Therefore, for 
his own protetion the employer would usually try to show that each 
accident was the fault of the injured workman or of one of his 
fellow-employes. Under these conditions it is not to be wondered 
at that little accident prevention work was done. Since the em- 
ployer disclatmed all blame for the accident, he did not feel any 
responsibility for its prevention. 

This situation was unsatisfactory for all concerned. It cost 
the employer large sums for accident expense, litigation, etc., only a 
small part of which ever reached the injured employe; it also brought 
about unending controversy and ill-feeling. 

The first compensation act along modern lines was adopted in 
Germany in 1884, or more than thirty years ago. This act provided 
compensation for workmen injured in- the course of their employ- 
` ment, regarcless of whether it could be shown that the employer 
was at fault or not. This situation led to an entirely new attitude 
towards industrial accidents cn tHe part of the employer. The 
prevention of accidents immediately became an important con- 
sideration, since the new act made it certain that each accident 
would add to the cost of his irsurance. This resulted in a careful 
study being made of the causes of accidents and in the adoption of 
rules for their prevention. 

Within the next few years compensation acts were passed in 
various other countries, until the beginning of the present century 
found that rearly all important civilized countries (with the excep- 
tion of our own) had adopted the compensation principle in some 
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Fortunately, accident prevention in the United States did not 
wait for the passage of compensation acts (although the adoption of 
such acts has unquestionably given a decided stimulus to the 
movement). Energetic accident prevention campaigns were under 
way in some of the large corporations of this country ten years ago, 
or several years before the first compensation act went into effect. 
The good results thus accomplished have served as a constant in- 
spiration for other plants to take up this work voluntarily. 

It is interesting to notice the variation in methods used by the 
different countries in attacking the accident prevention problem. 
The German compensation act required manufacturers to insure in 
mutual associations, each association representing a certain industry. 
It then became the duty of these associations to prepare rules and 
regulations for the prevention of accidents in the plants insured 
with them. While excellent work has been done along this line it 
would seem thet German paternalistic methods have been carried 
rather too far in accident prevention, as well as in some other lines. 
Instead of educating the workmen in principles of caution, rules of 
conduct have been prescribed in minute detail. For example, 
workmen are warned against reclining or sleeping on roofs or high 
scaffolds, or in occupied horse stalls; workmen are directed not to 
swing a hammer until they know that no one is standing behind 
them, whom they might hit; engineers are told to turn on the light 
in their engine rooms when it gets dark, etc., etc. 

- England has followed a different accident prevention policy. 
The method in England has been to outline general safety principles 
for the guidance of the employer, following this up by government 
inspection. Serious accidents are investigated by the inspectors 
or by special commissions, and where it is possible to place the blame 
on some individual, a fine is often administered. By way of il- 
lustrating these fines, the following examples from one of the annual 
boiler inspector’s reports may be cited: 

In one case where a laundry cylinder was wrecked, the fault 
was attributed to a defective casting, and the maker of the machine 
was fined $500. In another case, a cast iron dye extractor exploded 
on account of the reducing valve being inoperative and permitting 
excessive pressure. The mechanical foreman, who was responsible 
for keeping the valve in order, was found guilty of negligence and 
ordered to pay $100. In another case, an engine used for agri- 
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cultural purposes exploded on account of corroded plates. This 
engine was hired by one concern from another. The responsibility 
was divided between the owner and the user, and they were fined 
$125 and $250 respectively. In another case, an engine used on a 
farm exploded and a man who had advised the user to purchase it 
was fined 3100. Apparently advice is not alwaye so “cheap” as we 
have been informed! - Thus we have the builder, owner, operator, ` 
foreman, lessor, lessee and advisor, all of whom sutfered pecuniary 
punishment for neglecting to take what, in the eye of the law, was 
proper precaution. 

_In the United States a new and powerful agency has been 
employed for the prevention of accidents, in addition to safeguards 
and rules such as those used abroad. This is “Safety Education.” 
It consists in the systematic training of the workmen along safety 
lines and the enlistment of their interest and coSperation in the 
safety movement. For this purpose, safety bulletins and moving 
pictures are used, safety signs and slogans are posted, safety talks 
are given. Safety committees are formed among the workmen 
themselves, through whose inspections valuable suggestions are 
often received. Through these and similar agencies the men are 
brought to realize that the accident problem is their problem, that 
the workman loses more than his employer when an accident occurs, 
and that he is the greatest gainer by accident prevention. 

This plan of education has not stopped with the workman but 
has extended to the public through campaigns conducted by na- 
tional safety organizations, state and municipal authorities, public 
service corporations, etc.; it has also been taken into public schools 
so that the new generation may be reared to think in terms of 
“Safety Firat” from the beginning. 


VALUE OF ACCIDENT PEHVENTION TO THE EMPLOYER 


Employers are coming moré and more to realize that accident 
prevention is “good business.” Aside from the direct saving in 
compensation cost, accident prevention has an important bearing 
on the labor situacion. In all manufacturing industries, labor 
forms a large item in the cost of the finished product. Any im- 
provement in labor conditions has a direct effect on output and 
manufacturing cost. The sense of security and good will that 
results from the realization on the part of the employes that their 


AccIDENT PREVENTION 241 


employer is dcing everything he can for their safety thus becomes a 
valuable asset. 

The prevention of accidents eliminates the cost of breaking in 
new emploves to take the place of the injured workmen; it also 
eliminates the disturbance and loss of efficiency that naturally 
result on the part of other employes who see one of their number 
killed or injured. Last but not least among the benefits of accident 
prevention is the employer’s satisfaction in knowing that the 
suffering and hardship which are the inevitable by-product of 
accidents, have been reduced to the minimum among the work- 
men for whose safety he is responsible. 


Vatup to EMPLOYES AND To SOCIETY 


If the prevention of accidents is important from the stand- 
point of the employer it is doubly so from that of the employe. 
Even where compensation acts are in effect, a considerable part of the 
financial loss is borne by the injured workmen. Beyond this,— 
it is the workman who suffers all of the pain. No money can make 
good to him the loss of his eyes or his hands, or repay him for 
having to take his place among his fellowmen, handicapped by some 
permanent injury. 

From the standpoint of society at large, accident prevention is 
one of the important conservation movements of the day. Ac- 
cording to reports of the Massachusetts Industrial Accident Board, 
the workmen of that state alone are losing about three million 
dollars per year in wages, as a result of industrial accidents. The 
employers of the state are required to pay something over four 
million dollars per year for providing compensation benefits. This 
cost must be ultimately carried by the consuming public in the form 
of higher prices for the goods it buys. 

Thus it becomes apparent that the reduction of accidents 
means a direct economy to the entire community. It also reduces 
the burden o? expense for maintaining courts, hospitals, and insti- 
tutions of all kinds for the care of dependent families. 


POSSIBILITIES OF ÅCCIDENT Prevention Work FOR THE 
INSURANCE COMPANY 


The company which insures employes against injury is in a 
peculiarly favoreble condition to assist in the campaign of accident 
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prevention. Through constant investigation and observance of the 
causes of accidents, such a company is able so show the employer | 
just what conditions should be eliminated in order to prevent a 
recurrence of these accidents. The person who is in touch with only 
a single plant is likely to underestimate the seriousness of the situa- 
tion because comparatively few accidents occur in any one plant. 
Since the insurance company is familiar with not one, but many 
plants, it has a breadth of experience that is essential to a proper 
understanding of the eccident prevention problem. Being con- 
stantly brought face to zace with the human side of the question 
through its dealings with injured employes, the insurance company, 
in addition, is in a position to make a strong appeal to the human- 
itarian instincts of the employer. 


Tam PLach or ACCIDENT PREVENTION IN THE ORGANIZATION 
or AN INSURANCE COMPANY 


On account of the value of accident prevention work to the 
employer and its effect in reducing the losses of the insurance 
company, accident prevention is one of the most important lines of 
service an insurance company can maintain. 

During recent years plans of individual rating have been 
adopted by nearly all compensation insurance companies. The prin- 
ciple of individual rating is to give each plant an insurance rate 
that will reflect its accident hazards, so that the good plant will 
receive a rate lower than the average, and the poor plant a rate 
higher than the average, based upon compliance with specified safety 
conditions. 

Thus accident prevention becomes the basis of rate modi- 
fication, and to its other features is added that of being an important 
factor in determining the premiums upon which are dependent the 
stability of the insurance company and the protection of the injured 
workmen. 


E 
- Furorn POSSIBILITIES ` 
The ground-work of accident prevention has been well es- 
tablished. Commonly accepted safety standards have been de- 
veloped, and the methods that produce thə best results have been 
clearly demonstrated. What is needed now to insure the greatest 
success for this important work is publicity—a thorough dissemina- 
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tion of the knowledge that the great suffering and waste, resulting 
from our annual toll of accidents, can be largely eliminated. ‘“ Pre- 
paredness” for safety has established an organized army working 
effectively for this end. What is now needed is more recruits 
from all ranks—employers, employes, the public at large, the 
parents, the children. 

While the high tide of the safety movement has not yet been 
reached in this country, the growth of this movement during the past 
ten years has been rather remarkable. It started with the work of 
a few scattered industrial concerns and is now actively supported 
by thousands of enthusiastic exponents all over the country. This 
growth reflects credit on the energy and progressive spirit of the 
American people, and points to even greater accomplishment as 
time goes on, and the purpose and possibilities of the safety move- 
ment become more fully understood. 


METHODS OF INSURING WORKMEN’S COMPENSATION 


By Harwoop E. Ryan, 
Associate actuary, State of New York Insurance Department. 


The enactment of mandatory laws providing for the payment 
of work-accident indemnity has created in the United States an 
exceedingly interesting anc important insurance problem. It is 
scarcely open to argument that a state, in requiring of employers 
that they shall pay such indemnity, is bound to provide means for 
making the burden reasonacle and one that will not crush the in- 
dividual employer. Witho.it utilizing the principle of insurance 
this cannot be accomplishec. Insurance at once enables the small- 
est employer tə meet his obligation to provide ths statutory in- 
demnities and secures to employes the fulfillment of that obliga- 
tion in the evert of the emp-oyer’s insolvency. 

Workmen’s compensation supersedes employers’ liability as 
established by the common law doctrine of negligence. For some- 
thing like thirty years in this country, employers’ liability has been 
a field for insurance—prind@pally for the joint-stock insurance cor- 
porations, but also, to a small extent, for mutual associations. As 
will presently >e seen bcth of these agencies have been utilized in 
the transition from the doctrine of fault to that of workmen’s com- 
pensation. Quite naturally so, since the mechanism of these organ- 
izations was already adepted to the needs of the new form of in- 
surance. Operating under liability practice, these companies have 
developed anc maintamec elaborate organizations for procuring 
business, for collecting premiums, investing funds, inspecting risks, 
investigating accidents and settling claims. These same operations 
are carried on by them today with the sole—but fundamental— 
difference that in the acjustment of losses the doctrine of negligence 
does not enter. Í f 

Curiously, the mandatory laws do not invariably provide for 
compulsory insurance, but most of the elective laws recognize the 
insurance problem involved and require appropriate measures to be 
taken for securing the com densation payments. 

Carriers of workmen’s compensation insurance are of the fol- 
lowing types. Their present relative importance is indicated by the 
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volume of premiums transacted in 1915, the latest year for which 
figures are now available. 


1. Joint-stock companies............ ccc cece cece eee cee aenenees $31,250,000 
2. State insurance funds... ...... 00. c cee e ec eee cee cece ec eeeeneeees 7,600,000 
3. Mutual employers associations. ........ cece cece etter eveeeeeeees 4,500,000 
4. Reciprocal exchanges—also called inter-insurance exchanges....... 2,000,000 
5. Belf=msurerase sare onas esd dene dod te hae eee a ae (not comparable) 


Eliminating self-insurers, it is logical to group these carriers 
into two general divisions thus separating the mutuals from the 
stock companies. 


Stock CoMPANIES 


First in order of size are the joint-stock companies. These are 
business organizations which avowedly exist for the purpose of 
earning profits for shareholders. As before remarked, their en- 
trance into the field of workmen’s compensation is due to legislative 
recognition of existing agencies. These companies as a class have 
won favor because of their substantial character and the service 
which they have performed in behalf of employers under common 
law liability corditions,—the cost of insurance thereunder having 
been relatively low. Stock companies are réquired by law to main- 
tain substantial sums (capital stock) for the protection of policy- 
holders and claimants. Such sums are contributed in the first 
instance by the shareholders and frequently have been augmented 
from profits. The capital stock of the largest company of this type 
is six millions of dollars and there is besides more than an equal 
amount of free surplus over and above the reserves required to 
mature claims and other obligations. 

The management of a stock company is vested in a board of 
directors.” Many of these are business men successful in other lines 
of activity and are not necessarily insurance men at all. The in- 
surance side of the business is conducted by salaried officials through 
appropriate committees. Of primary importance is the agency or 
sales department. The history of insurance the world over affords 
ample testimony of the necessity—in the absence of monopoly or 
legal compulsion—of carrying on the business through the instru- 
mentality of paid solicitors. 

The cost of acquisition in the field of workmen’s compensation 
insurance is one of the mooted questions.’ On account of its social 
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character and of the greater premium cost when compared with 
employers’ liability insurance, the companies have anticipated 
public criticism and have acquiesced in a reduced acquisition cost 
brought about by the concerted action of state insurance commis- 
sioners throughout the United States. The prevailing limitation 
of acquisition expense thus imposed is 17} per centum ‘of the pre- 
mium charged In states where the laws require that the employer 
secure by insurance the payment of compensation, it is an unsettled 
problem whether this seemingly heavy expense is justified. On the 
one hand it is claimed that compensation is in principle a tax upon 
industry, that the state should act as the medium of collection and 
that the stock company with its agency intermediary is peculiarly 
out of harmony with such principle. On the other hand it is argued 
. that the agént is not merely a means for securing the business and 
collecting the premiums but that he performs valuable service to the 
policyholder in pointing out ways of preventing accidents and thus 
reducing the insurance rate and that by reason of his pecuniary 
interest he makes himself useful in obtaining prop service for the 
employe in the adjustment of losses. 

With one or twc unimportent exceptions the stock companies 
transact business on the plan of guaranteed rates, i.e. they do not 
share profits with policyholders. The contractual relationship is 
purely a business matter. For the rate stated in the policy the 
company agrees to pay the indemnities provided by the statutory 
compensation schedule, and to perform certain service in behalf 
of the employsr, its policyholder. It is customary to include a pro- 
vision for insurance against common law liability in case particular ' 
employes of zhe assured should be found beyond the scope of the 
compensation. act. 

Among tre arguments commonly advanced for insuring with a 
stock company the one of security is all-important. Not that there 
is magic in that type of organization but that the largest and strong- 
est carriers at present existing happen to be stock companies. Asan 
example it is 2 matter of recent history that a stock company dom- 
iciled in New York has retired from business, its capital impaired. 
It has successfully reinsured its outstanding workmen’s compensa- 
tion business and will probably pay in full all accrued claims. 
Other advantages claimed for stock companies are those of long 
experience in the casualty business and diversification of risk 
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through the extent of territory covered, thus producing a broad 
“spread” of the insurance hazard. 

Against these are set the disadvantages of higher cost by virtue 
of stockholders’ profits and agents’ commissions and of greater 
operating expense due to the extent of the territory cultivated. 


MUTUAL ASSOCIATIONS 


Mutual associations may be next considered, for although not 
second in magnitude, the mutual principle furnishes the alternative 
to private insurance operated for profit. 

Fundamental to mutual insurance is the idea of pooling in- 
terests. Groups of employers join together and create a fund out of 
which the losses are met. From their number a board of trustees 
or directors is elected and these in turn delegate the details of man- 
agement to appropriate officers elected by them. A few mutual 
companies have been in the field for several years undertaking the ` 
obligations incident to employers’ liability. Such organisms have 
roultiplied in the general workmen’s compensation movement which 
dates from 1910, over forty having transacted business in 1915. 

In some states mutual associations have been especially pro- 
vided by statute as a competitive factor. This is true wherever the 
insurance of compensation is mandatory, excepting where there is 
a state monopoly. In one state, viz., Massachusetts, the legislative 
commission appointed to report upon the (then) proposed compen- 
sation law, brought forward a proposal favoring the creation of an 
employers’ mutual association and excluding altogether the stock 
companies. Existing mutuals, however, were to be allowed to con- 
tinue. The legislature yielded to the argument that mutual 
insurance had not demonstrated absolute superiority over stock 
insurance and that competition should be permitted to decide the 
issue, the finel result being that both forms have been provided for , 
and a valuable experiment in mutual monopoly has been denied us. 

With the exception of trade mutuals which generally are formed 
from the nucleus of trade associations such as millers, brewers, 
clothing manufacturers, etc., the mutual association transacts busi- 
ness along commercial lines. Like the stock company it is incorpo- 
rated; the members are jointly liable for the debts of the corporation 
and the policy contracts contemplate a fixed rate of premium which 
is designed to pay for the capitalized value of the losses sustained. 
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It does not operate upon the assessment plan with premiums based 
upon current cost, but provision is made for assessment of members 
in case the capitalized losses are in excess of the premiums earned. 
This assessment feature is in lieu of capital stock and becomes the 
recourse of creditors in event of tha company’s insolvency. If the 
venture is successful, the members share in the profits and so obtain 
their insurance at reduced rates. The larger and stronger mutual 
companies employ solicitors, though not always upon a commission 
basis, frequently substituting therefor the fixed salary method of 
remuneration. The form of insurance contract adopted by the 
mutuals is essentially thet used by the stock companies excepting 
for dividend and assessment features. 

Mutual insurance offers the prospect of low cost by elimination 
of shareholders’ profits and of part, at least, of the acquisition cost. 
The control of management is in the hands of the policyholders 
themselves. Trade mutuals are thus able to secure valuable knowl- 
edge of actual insurance cost in their line of business and by so doing 
to stimulate the granting of equitable rates by other carriers. In 
theory they are supposed to avoid the poorer classes of risk and so 
through favorable loss experience to further reduce the cost of 
insurance to their members. The prospect of dividends is attrac- 
tive but to some minds is fully offset by the liability to assessment. 

The ease with which mutuals may be organized has induced 
many irresponsible and inexperienced men to promote such insti- 
tutions. Excepting where state supervision has held in check such 
tendencies, there is temptation to weaken the financial position of 
mutual associations by the declaration of excessive, and hence un- 
justifiable, dividends. Finally, the great bulk of these associations 
are of very recent origin and are so small that they do not afford 
adequate protection against occasional severe losses or against the 
inaccuracies of the rates thus far developed upon insufficient ex- 
perience under workmen's compensation laws. 


State’ Funps 


Essentially different from the mutual association in organiza- 
tion, in principle the state fund is much the same. It is of Euro- 
pean origin and has been introduced here for a variety of reasons. 
For one thing there was bitter antagonism under the common law 

` between employer ‘and employe. When compensation superseded 
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liability, labor quite naturally appealed to the state to leave capital 
out of the question altogether. Also, there was a considerable 
element among the employed who mistakenly believed ‘that in- 
surance companies were mainly responsible for the old conditions. 
A further reason for adopting state fund insurance may be dis- 
covered in the general tendency toward enlargement of govern- 
mental functions. 

In the States of Washington, Wyoming, Nevada, Ohio, West 
Virginia and Cregon, the state fund is of the exclusive or quasi- 
exclusive type, in some of these states provision being made for 
self-insurance. Elsewhere it exists in competition with other car- 
riers. In no case does the state pledge its credit to the maintenance 
of a solvent fund but it usually pays a part or all of the expenses and 
to this extent may be said to subsidize the enterprise. In Cali- 
fornia, where the fund is competitive, the legislature provided a 
cash guarantee which has not been called upon. In New York, the 
expenses of the fund for two years were paid out of the general 
treasury with no enactment for return of the monies so advanced. 
So far as is yet known all of the state funds are conducted on the 
fixed rate plan which contemplates premiums for capitalized losses. 
It is to be deplored that more is not disclosed of their transactions. 
The New York and California funds are managed by experienced 
insurance men and each has attracted a substantial volume of 
business. The California fund operates on the same basis of rates 
as its stock and mutual competitors. The other competitive funds 
have applied a discount to the private company rates ranging from 
5 per cent to 15 per cent. 

The largest of the state funds is found in Ohio. Charges have 
appeared in the commercial and insurance press that the fund is 
insolvent but a3 no critical investigation by qualified persons has 
been made it cannot be stated whether these reports are correct. 
The management claims it has ample reserves and a small surplus. 
The Washington fund appears from a recent investigation by the 
state auditor, to have been badly managed. In West Virginia a 
provision of law limiting the rate of assessment has seriously em- 
barrassed the fund and a coal mine disaster has added further com- 
plications. 

State funds derive their income from the premiums paid by 
employers and from the accretions of interest upon invested assets. 
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The management is conducted by political appaintees who hold office 
for a term of yeers or at the pleasure of the appointive power. The 
policyholders have no voice in the management. The possibility 
of furnishing sacisfactozy low cost insurance without state aid is a 
problem yet unsolved by the state funds. It remains to be seen 
whether such an organization can be conducted with economy when 
other governmental enterprises have given rise to waste and in- 
efficiency. Without the highest type of management, these insti- 
tutions cannot hope to compete successfully against the private 
carriers. The state funa provides insurance only under the work- 
men’s compensation act and is not authorized to embark upon 
other lines, suck as liability insurance. 

In considering arguments for and against state fund insurance, 
differentiation must be recognized as between those which are com- 
petitive and those which are monopolistic or non-competitive. 
Next to the sesurity of the insurance, the main consideration is 
that of cost. If monopolistic, the fund is not driven to incur those 
expenses which competition necessitates in order that the fund may 
obtain a fair share of buainess. Otherwise such expanses must ap- 
pear, at least in part, and a large potential advantage is thereby 
lost. A state subsidy enables the granting of lower rates but this 
merely shifts a part of the expense to the community at large and 
does not effect eny real economy. There is small diffarence between 
a competitive state fund and a competitive mutual association. It 
may be presum2d that both can attain the same degree of expertness 
in the conduct of their business. Both aim to reduce the initial 
cost by returring dividends to policyholders. The competitive 
effect of both isthe same, viz., to regulate the actual cost of insurance 
by operating as a check against the proprietary companies. 

Against tke state fund principle the argument is made that, 
like any other business, insurance should be conducted by private 
management. Itis helc also that political considerations must tend 
to lower the efficiency of such organizations. The absence of direct 
management control by the policyholders is another objection. 
Some go so far as to hold that claimants may fare unjustly in order 
that the funds may make a favorable showing in point of cost. 
And, as might be expected, there is strong objection to any subven- 
tion of a state enterprise which is competing for business against 
privately maraged companies. Some of these arguments are 
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clearly directed against the administrative features of state funds 
as laid down bv law rather than against the general principle in- 
volved. It may be doubted whether-any state fund now existing 
is ideally situated for a thorough-going test of the practicability of 
the idea. 


SELF-INSURANCE 


Self-insurance is really non-insurance. The employer simply 
assumes his own risk and obtains permission from the authorities 
to deal directly with his employe-claimants or their dependents. 
It is customary to require of self-insurers a bond or deposit of se- 
curities as a guarantee of performance. In addition their financial 
responsibility is considered. Under some compensation acts, such 
as that of New York, the benefit in case of death or of permanent 
total disadility takes the form of a pension for life. It is open to 
serious question whether such benefits, involving the creation of a 
trust fund, should be left to commercial or industrial organizations 
for ultimate liquidation. In New York the State Industrial Com- 
mission formerly disposed of such cases by requiring payment in 
a lump sum, to a fund administered by the state, of the capitalized 
value of future payments but a recent decision by the appellate divi- 
sion of the supreme court has for the present nullified this require- 
ment. The reasoning of the court is not convincing and it is prob- 
able that the legislature will be appealed to for the removal of the 
legal barrier. The administrative body recognizes the danger of 
exposing such monies to the risk of business failures of self-insurers 
and seeks to place them in safer hands for liquidation. , 

It has been argued that self-insurance will work to the dis- 
advantage of labor. It is claimed employers will apply strict 
standards in engaging employes, that the physically inferior and 
those with dependent families will be discriminated against. 
Another claim is that self-insurance leads to coercion of employes 
who may present claims and to consequent evasion of the spirit, if 
not direct violation of the letter, of the compensation act. There 
seems to be no general indication that employers are taking advan- 
tage of such openings. Much more serious would seem to be the 
possibility of leaving substantial sums of compensation unpaid 
through their insolvency. Self-insurance as a means of securing 
payment of compensation is somewhat precarious excepting where 
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there is legal provision for immediate liquidation of amounts due 
through some trusteeship for administering deferred payments. It 
is not a complete substitute for regular insurance. The advantages 
are too largely on the side of the employer. It is no answer to say 
that many large employers, eligible to carry heir own risk, are pro- 
viding benefits in excess cf those granted under workmen’s com- 
pensation laws. They are in no wise precluded from continuing 
such plans while providing adequate security, by way of insurance, 
for the legal rizhts of eraployes. 


RECIPROCAL OR INTER-ĪNSURANCE 


. This form of insuranze is operated through a so-called “ex- 
change,” the actual management, being carried on by an attorney- 
in-fact who generally receives for his services and for expenses 
of administrazion a percentage of the premiums transacted. It 
somewhat resambles a mutual association but differs therefrom in 
important respects. The iability of subscribers is several and not 
joint and is generally limited tothe amount of one annual premium. 
The attorney-in-fact enjoys broad powers, and in practice is the 
substitute for the elective management found in stock and mutual 
organizations. He hes na financial responsibility for the liabilities 
of the exchange nor is the axchange subject to the close scrutiny of 
the public authorities as is the case with corporate insurance car- 
riers. The subscribers have no joint assets nor the right to bond 
one another :n any way. The success or failure of a reciprocal 
exchange depends almost wholly upon the personal ability and 
integrity of the attornoy-ix-fact. 

In many states these organizations are not permitted to oper- 
ate. Attempts have been made to secure official recognition through 
the filing of statements with the state insurance departments. No 
evidence is at hand to show that the exchanges desire anything 
approaching real supervision by those authorities. 

However appropriate these organizations may be in the realm 
of fire insurence, where they originated, it is open to question 
whether they should be permitted to operate without greater 
restriction and under only nominal supervision by the state. The 
obligations of workmen’s compensation serve to create deferred 
liabilities which partake of the nature of a trust fund. Such a fund 
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should be safeguarded to the fullest possible extent if the insurance 
carrier is to serve a useful purpose in such a field. Under present 
conditions this is not being done in the case of reciprocal exchanges. 
Their primary purpose appears to be to afford a remunerative ac- 
tivity for the promoter or attorney-in-fact. In short, so many ob- 
jections can be raised against reciprocal exchanges as at present 
conducted, that one fails to see how they may find a place of useful- 
ness in relation to a branch of insurance so peculiarly social in its 
character as that of workmen's compensation. 


CONCLUSION 


Througk the maze of controversial claims made for the various 
forms of insurance of workmen’s compensation, one sees clearly the 
single fact that no particular form has reached such a point of 
excellence that it stands out as superior. The various experiments 
now undergoing the test of practical experience afford the oppor- 
tunity for fusure appraisal. All these forms of insurance must be 
judged upon the basis of security, cost and service. Self-insurance 
and inter-insurance seem fairly indictable and doubtless will be the 
first to pass away. The mutual principle, whether applied through 
private or through public management, bids fair to survive, even if 
only as a competitive force inhibiting monopoly by the joint-stock 
companies. There is no apparent reason why mutual insurance 
carriers worthy of public confidence and patronage should not de- 
velop. The effect of competition thus far indicates a gradual drift 
in the directicn of the strongest and most efficiently managed stock 
and mutual companies. The largest question involved in the gen- 
eral problem is whether the insurance of workmen’s compensation 
should be conducted competitively or as a monopoly. 

Against competition the argument is a compelling one that lost 
motion results from the agency system which system unneces- 
sarily absorbs a large proportion of the premium contribution. 
Further waste is introduced at the point where state supervision is 
invoked ta promote equal competitive opportunity among the car- 
riers. If a monopolistic system is created which form shall it as- 
sume? The probability is strong that society will not legislate in 
favor of a proprietary monopoly however efficient. The mutual 
association and the state fund will be the most likely candidates. 
Of the two the mutual association should have the greater appeal 
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because of its representative form of government, its consequent 
responsiveness to the will of its member-policyholders, and, the 
divorcement from political interference which its scheme of organiza- 
tion renders possible. 

Whatever may he the ultimate development of workmen’s 
compensation insurance, it is reasonable to expect that society will 
insist upon the greatest security and the best service at the minimum 
cost to itself. : - 


THE CaLCULATION OF WORKMEN’S COMPENSATION 
PREMIUM RATES 


By Craups Enwarp SCATTERGOOD, 
Assistant Secretary, The Fidelity & Casualty Company of New York. 


As there are various agencies for the administering of workmen’s 
compensetion insurance, likewise there are varying conceptions of 
rates. The mutual company desires to return as large a dividend 
to its assured as possible; so the excess of the rate above adequacy, 
though a matter of some concern, has not the same bearing upon its 
calculation as in the case of the stock company; and a similar obser- 
vation may be made with regard to the state fund, which also desires 
to return a dividend. Rates now in use by stock companies have 
been calculated with the idea of simply carrying the business with- 
out undecwritirg loss. It thus becomes necessary to set the limits 
of this discussion of workmen’s compensation insurance rates, and 
they will be considered in the light of adequacy alone, with no refer- 
ence to a dividend return. 

Insurance is the creation of a fund by means of contributions 
of comparatively small sums by the many to pay comparatively 
large amounts of indemnity to the few. This is insurance in its 
broadest conception, and the contrast between the many who escape 
disaster and tha few to whom it comes is narrowed in the case of 
workmen’s compensation, because a large number of accidents are 
constantly occurring which individually occasion small payments, 
but which are heavy in the aggregate. Serious accidents causing 
death or permanent disability with heavy payments of indemnity 
are not so frequent as the slight accidents just mentioned, and occur 
to comperatively few of the employers contributing to the fund, 
but they too are heavy in the aggregate. It is against these serious 
accidents that an insurance system most aptly applies. 

In order to establish a fund, contributions are secured in the 
form of premiums; and premiums are calculated by taking a unit of 
exposure to risk, multiplying that unit by the rate, and then multi- 
plying the product so obtained by the number of units of exposure. 

255 
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The theoretical exposure is the number of men working during 
a year reduced to the equivalent of the number of men working a 
standard number of working days during a year at a standard num- 
ber of hours per working day. The practical exposure, and the one 
used, is the pey-roll of those men for a year. The pay-roll basis 
approximates she theoretical basis, and. clears away the difficulty 
of men not wozking a full year or working at part time during por- 
tions thereof. If we cen approximate the yearly wage of a man 
working a whole year, the number of men working a whole 
year can be obtained by dividing the total yearly pay-roll by the 
average yearly wage cf one man. If the pay roll is $1,000,000 and 
the average yearly wage $600, the equivalent number of men exposed 
to risk for a year is 1,000,000+ 600 = 1,667. 

The practical exposure being the yearly pay-roll of an employer, 
a practical unit of exposure must be adopted, and this is $100 of pay- 
roll. The ratio of the benefits paid injured workmen or their 
dependents to the number of one-hundred-dollar units of pay-roll is 
the basis of wcrkmen’s compensation rates, and is called the “pure 
premium.” Jt is that rate per $100 of yearly pay-roll which would 
be charged after all corrections had been applied, were there no 
expenses in ths administration of the business. These corrections 
will be considered later. 

As accidents vary in frequency and seriousness among em- 
ployers in different lines of business it would be unfair to determine 
“pure premiums” for all pay-rolls of. all classificaticns of employers 
combined. A generally recognized standard list! of industrial classi- 
fications, aboui 1,500 in number, has been made, and rates for each 
of these classifications have been determined. 

In order t> determine as dependable pure premiums as possible 
it becomes necessary to secure the largest possible experience upon 
individual industrial classifications. It is unnecessary to enlarge 
upon or to illustrate the proposition that the larger the exposure to 
risk the more dependable the average pure premium per unit of 
exposure ($100 of pay-rell). The work of the National Workmen’s 
Compensation Service Bureau, composed of about twenty stock 
companies administering workmen’s compensation insurance, is 
probably the best example of the calculation of pure premiums by 


1 See Standard Manual of National Workmen’s Compensation Service Bureau, 
13 Park Row, New York Ciy. 
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reason of its being in possession of more workmen’s compensation 
statistics (and.all on a uniform basis) than any other organization. 
The companies comprising the bureau have for several years been 
reporting their statistics. These have been reported by states, 
within states by years of issue of policies, within such issues by 
manual industrial classifications, and within manual classifications, 
among other variations, by kind of benefit paid to injured workmen, 
To these statistics reported by the companies to the bureau has been 
added such additional experience collected by the insurance depart- 
ments and industrial accident boards of various states as was on a 
basis uniform with the bureau’s experience, and it is a matter of 
congratulation that the methods of the state bodies and the bureau 
in the matter of statistics have in a number of instances been prac- 
tically uniform. The bureau being in possession of this experience 
has combined it by states, within states by year of issue, within 
years of issue by manual industrial classification, etc., thus producing 
as extensive and dependable experience as can be found. In such 
combinations corrections have been made to take care of varying 
cost of the workmen’s compensation laws of the different states, so 
that all may be upon a known level. 

Experience in the United States is in general tabulated upon a 
policy year of issue basis. This means that all policies issued, say in 
1915, are considered as belonging to the 1915 unit. A policy issued 
in January, 1915, will expire in January, 1916, one issued in June, 
1915, will expire in June, 1916, etc., so that the last policy to expire in 
1916 on 1915 issues will be one issued on December 31,1915. Thein- 
demnity and medical payments covered by these policies, when made, 
are ticketed with a 1915 issue mark, so that whenever, even during 
a long period of years, a payment is made on an accident covered by 
a 1915 policy it will be referred to the 1915 issue. The same proce- 
dure is adopted with payments incurred but not yet made on such 
accidents, commonly known as outstanding medical or indemnity. 
The pay-rolls on these policies are ticketed in & similar manner, 

Thus a basis is established for computing rates that will take 
care of all medical and indemnitv payments incurred during the year 
for which a policy is issued, so that when an employer pays his pre- 
mium on a policy he knows it will cover all indemnity and medical 
aid for all accidents occurring during the period the policy covers. 
His premium for that year is a part of his business expenses and he 
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knows that thare will be no assessments fer accidents occurring 
during that yeer to be paid for by him at a later data. 

This year of issue basis also enables comparison of the experi- 
ence of one year of issue with another, thus establishing whether the 
cost of compensation is rising or remaining level. 

After all of this experience has been combined and reduced toa 
common level by means of appropriate factors, the medical and 
indemnity benefits, paid and outstanding for the individual manual 
classifications are-divided by the number of $100 units in the pay- 
roll- exposure for those classifications, thus producing a basic pure 
premium for each classification. Despite the fact that a great vol- 
ume of experience is in she possession of the bureau, it may be that 
on certain classifications there is, and can be, but little experience. 
The experience on such classifications is carefully studied in its 
relationship tc similar classifications having dependable experience, 
and pure premiums detided upon. The whole experience is then 
checked up tc see that these judgment pure pramiums are in all 
probability correct, and the basic pure premiums are released for 
rate-making purposes. 

It now b2comes necessary to determine whether outstanding 
benefits? have been adequately given in the experience and, if not, 
to establish & correction factor to take care of the inadequacy. 
This is done ky checking up the experience on outstanding losses in 
the past. If it be found that a factor is necessary, such a factor is 
decided upon. It will be a decimal which we shall call k. i 

Because the compensation laws in the various states differ in 
their provisions, a series of values or differentials must be estab- 
lished which will measure the cost of all laws in comparison with a 
law adopted as a base. The base adopted is the original Massa- 
chusetts compensetion law. In order to arrive at these law differ- 
entials a stendard table of eccidents distributed according to 
seriousness, constructed by Dr. I. M. Rubinow and published by 
the Spectator Company of New York City, is assumed to apply to 
every state and to every industrial classification. The cost of the 
law in each state for these accidents is worked out upon a basis of 
weeks’ wages. The medical cost expressed in weeks’ wages and 
determined from actual experiance wherever possible is included. 
By dividing such cost for each state by the cost jor the basis state a 


3 Benefits which it will be necessary to pay but which have not become due. 
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series of law differentials is obtained. Knowing the common level 
of the combined basis premiums as far as the law cost is concerned, 
the basis pure premium is multiplied by the ratio of the law cost for 
the state for which the rate is sought to the law cost in the com- 
bined experience. This will be a factor which we shall call J. 

An objection to this method may be raised because different 
industries produce different distributions of accidents. This is quite 
true, but no statistics can be obtained which will determine these 
varying distributions, and as the factor is a ratio anyway, the effect 
of different distributions will be to produce different ratios which 
may not be much at variance with each other. Until a new table 
is compiled or distributions obtained for various industries it is felt 
that the above method is the best that can be used. 

Another consideration is that of varying accident frequency 
between states.2 Do accidents occur more frequently in one state 
than another, and if so, do all accidents, serious and non-serious, 
vary to the same degree? If so, a factor to correct for this should 
be applied, which we shall call a. 

The study of compensation experience shows that as a compen- 
sation law grows older the cost of compensation increases. This 
has been ascribed to the education of the workmen as to the law and 
his right to benefits thereunder, and to an increasingly liberal 
construction of the law by the courts and industrial accident boards 
or commissions. So a factor must be applied to take care of this 
which we shall call 7. ‘ 

In issuing compensation policies variations in the manual rates, 
which are average rates, are allowed after an inspection of the plant 
of an employer or a study of the accident experience of his plant. 
These are krown as schedule variations in rates, when inspections 
determine such variations, and expérience variations when the 
determination is upon the accident record. Rates are increased or 
decreased upon individual plants upon these bases and it has been 
found in the past that the increases and decreases in rates did not 
offset each other in the combined experience so as to reproduce an 
average rate. This effect of Schedule and Experience rating must 
be taken care of by a factor which we shall call s. 

3 See Syntheats of Rates for Workmen's Compensation, p. 12. C. E. Soatter- 
good. Publishei by the Fidelity & Casualty Company, 92 Liberty St, New 
York, A 
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Some compansation laws may specifically cover industrial dis- 
eases and others have been construed to cover trem. In such cases a 
factor forindustrial disease must be introduced, which we shall call d.* 

If the insurance carrier thinks that by reason of his service in 
administering the compensation fund he is entitled to a small profit, 
a loading for profit may be added, which we shall call p. 

We now have:— 


Basis Pure Premium 

Underestimate of Outscanding Benefit Factor............ 000000 k 
Law Cost Fatores cee cae cis seieetde eevee saeeageessiaenes l 
Accident Frequency Factor. ........eseseroesressorseesresesro a 
Increasing Cost Factor........6...60 E E E A E i 
Schedule and Experience Rating Fastor.........2.cceeceeeceees 8 
Industrial Disease Factor... 2.0... ccc eee c cece eeeeeeeeeeeaues ‘d 
Profit Factor (if used)... 1... cc cee cece eee eee n ent eeeeee Stands as p? 


Applying these factors to the basic pure premiums we have as 
the pure cost, without expenses, for a given state: 

(Basic Pure Prem.) (1+) 1+0 (i+e) (1+) (1+) (1+4) +p) 

In general k, l, a, i, 8, d, and p are fractional, sc that the quan- 
tities in the parentheses are each greater than unity, but conditions 
may arise where a quantity in parentheses may be less than unity, 
- as for instance, in the cese of accident frequency. 

So far we rave considered the pure medical and indemnity cost 
of compensaticn, but this is only a part of a rate. Expenses must 
be incurred in administering this fund:—claim expenses, taxes, rent, 
stationery, ete ; acquisition of business expense, inspection expense, 
administration expense. The ratio of expense to rate will not be so 
high in a state which gives high compensation benefits as in a state 
where low benefits are given by the law. Therefore the percentage 
loading of the rate for expenses for a state with high benefits will be 
less than for one with low benefits. A series of loadings for expenses 
has been calculated wita this feature in mind. Let eh represent the 
expense per cent of the rate in a state with high benefits and em the 
expense per cent in a sate with low benefits, and er the loading for 
a state with medium benefits. If eh, em, or er, a3 the case may be, 
is the expense per cent, then 1—eh, or 1—em, or |—er is the per cent 
of rate for campensation medical and indemnity benefits and this 

4A consideration of this feature is too long for this article and the reader is 
referred to a pamphlet by the writer, Synthesis of Raiss for Workmen’s Compen- 
sation, p. 17, published by the Fidelity & Casualty Company of New York. 
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percentage is the pure cost per $100 of pay roll. Then the pure cost 
divided by 1—eh, 1—em, or 1— er will give the rate including expenses. 
Expressed in formula:— 
For states with high benefits Raie= 
(Basic Pure Prem.) (1+4) (1+) (+e) (1+1) (1+8) (1+8) San 
1l—eh 


Numerator aa ab 
For states with low benefits Rate=- — - as 


Numerator as above 
l—er 











For states with intermediate benefits Rate= 


If for any reason it is expected that during the period for which 
rates are calculated conditions other than those already taken care 
of will arise waich will tend to increase or decrease the cost as shown 
by the experience upon which the pure cost is calculated, a factor 
(1-++z) should be included in the numerator which will be greater or 
less than unity as the case may be. As a case in point, note in- 
creased number and severity of accidents due to abnormal industrial 
activity during the European war. 

If it be argued that the expense factor is too large i in any case, 
it should be noted that claim adjusting expenses could very well 
be referred to the numerator as a loading upon the Basic Pure Pre- 
mium, because these may be considered as part of the pure cost. 
It should also be observed that a carrier has no control over the part 
of the loading charged for taxes and fees to the state. If these items 
be transferred to the numerator the expense loading is lessened. 

In the study of workmen’s compensation a clear cut recognition 
of the expenses in connection with the administration thereof should 
be made. Expenses should be analyzed according to adequate 
definitions and charged under a correct system of accounting. 
Otherwise how can one system of administration be compared with 
another; or how can an insurance company transacting multiple 
lines of business know that each line of business is bearing its proper 
expenses? ‘There is this difference between the medical and indem- 
nity disbursements of an insurance carrier and the expense disburse- 
ments: the medical and indemnity are paid to or in behalf of injured 
workmen under provisions of law and are easily recognized, while 
the expense payments include those which may be assigned to 
specific claims and also that great, hazy mass of overhead charges 
such as rent, stationery, light, postage, telephone, telegraph, express, 
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ete., which are not without considerable study and care assigned'in 
proper portions where they belong.’ 

! K'e It has just been remarked that medical payments in behalf of 
injured workmen are easily recognized, but a situation presents 
itself where this classification of disbursement is not so readily dis- 
cerned. Suppose an insurance carrier employs physicians to 
administer medical relief and while doing this to settle claims. 
Shall the expense of such agents be charged as a medical disbursement 
to the injured or as a claim expense to the company, or should such 
disbursement be divided in some proportion between medical to the 
injured and claim to the carrier. How can the administration of 
different insurarce carriers be compared when three different com- 
panies may eacn classify this kind of disbursement in a different 
manner? This is just one case for purpose of illustration. 

It is submisted that no comparison between insurance carriers 
' can be made until their accounts are placed on exactly the same basis 
in every particular, and that everything be analytically accounted 
for and audited by the same disinterested parties. 

One more -tem remains to be considered.and as this is a flat 
charge upon pay-roll independent of rate, the calculation of the rate 
has been considered first. This is the catastrophe rate added to 
care for extraordinary losses. This rate does not vary with the pure 
premium and is regarded as an addition to the rate itself. Let us 
call it c, which -epresents an mount of c per $100 of pay-roll. We 
now have:— 

Rate for high benefit state= 
(Basic Pure Prem. REENERT ET JEOU FOUTDUTE) 
1—eh 

It may by this time be agreed that enduring in the race for 
carrying compensation insurance depends upon careful observation 
of the subject in all of its aspects and details. Appropriations for 
adequate scientific actusrial and statistical research work into this 
comprehensive and important subject are isems in the budget of 
the insurance carrier the neglect of which is kely to be followed by 
disastrous consequences. The success of the insurer depends on 
accurate rates: and accurate rates can be computed only by trained 
scientists working with adequate modern equipment. 

5 See “Cost Accounting in Casualty Insurance,” C. E. Scattetgood. Pub- 


lished by the author in pamphlet and appearing in “Proceedmgs No. 5” of 
Casualty Actuarial and Statistical Society af Ameria. 





THE PRACTICE OF SCHEDULE AND EXPERIENCE 
RATING FOR WORKMEN’S COMPENSATION RISKS 


By Lon S. SENIOR, 
Manager and Secretary, Compensation Inspection Rating Board of New York. 


In another article appearing elsewhere in this publication the 
reader has already been made familiar with the process involved 
in the determination of manual or basic rates for classifications or 
industrial groups to be covered by workmen’s compensation in- 
surance. It is well recognized, however, that the elaborate process 
which has resulted in providing basic rates for classes of risks is only 
the first step towards the ultimate object of ascertaining the cor- 
rect rate for the individual risk. 

The manual which has been established upor the basis of 
general and class experience contains average rates applicable to 
classes of risks but not appropriate to individual risks within the 
class. In the general process of rate-making the underwriters have 
adopted a number of classifications which cannot, with any degree 
ot accuracy, describe every risk to be assigned to the classification. 
They were obliged to select pure premiums on a judgment basis in 
those cases where the class experience was insufficient to produce 
a reliable pure premium. 

Practically every class for which a basic rate has been deter- 
mined includes a number of risks that vary materially with respect 
to their physical and moral conditions. It is obvious that to charge 
the basic rate provided in the manual for each risk within a given 
classification does not promote the ends of justice. Equity de- 
mands that differentiation should be made between rates for em- 
ployers who have modern plants and those for other employers in 
the same class whose workshops and equipment are of an inferior 
type. In order to justly discriminate in the rating of risks varying 
as to conditions with respect to safety, merit rating systems have 
been inaugurated with the object of providing an individual rate 
for each risk, such individual rate depending upon the physical and 
moral conditions in the plant. Two distinct systems are in use 
for that purpose, schedule rating and experience rating. 
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ScoEepute Rating 


“Schedule Rating’ may be defined as a method of rating where- 
by it is intended to promote greater equity in the distribution of in- 
surance cost by providing an individual rate for each risk based 
upon the physizal character of the risk. The practice of rating 
each risk individually upon merit—establishing a rate higher than 
average for the inferior plant and a rate lower than average for the 
superior plant—is of important social value as an ecomomic force 
in accident prevention work, to which subject I intend to refer later. 

For the purpose of enabling the individual rating of risks 
through measurement of risk hazard, the underwriters, with the aid 
of safety engin2ers, have prepared a rating system referred to in 
insurance parlance as a “schedule.” This schedule makes a com- 
plete analysis cf the average manufacturing plant and the normal 
items of hazard that contribute to industrial accidents. This 
analysis covers among other things the type of building construc- 
tion, existing facilities for safety of employes against fire and 
panic hazard, the condition of floors, hoistways, stairs, elevated 
runways, platforms, boilers, pressure apparatus and steam engines. 
The schedule provides standard methods for safeguarding machin- 
ery and equipment, for the organization of safety committees and 
the improvement of sanitary and hygienic conditions. In the con- 
struction of the schecule the average plant has been taken as the 
basis and valuas in the form of rate or premium charges and credits 
established for the existence or absence of hazardous conditions. 
The rate values in the present schedule have been determined by 
interstate committees of underwriters and safety engineers upon 
the basis of a study of accidents sustained in European and Ameri- 
can industries. with particular reference to the causes, severity and 
frequency of euch accidents. 

In the application of values, the underwriters have given rec- 
ognition to taree broad divisions of risk hazard: First: catas- 
trophe hazard—All classifications are subject to the panic or catas- 
trophe hazard, and all employes in any given risk are equally 
affected. Th: collapse of a building, the occurrence of a fire, the 
explosion of a boiler or the failure of a tank, are hazards which are 
not peculiar to any particular industry and not limited to any group 
of employes. The values for these hazards are, therefore, applied 
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in the form of flat charges and credits to the manual rate for all 
classifications, thereby distributing the cost equally among all in- 
dustries. Second: Hazards peculiar to the industry and affecting 
all employes—Items relating to power transmission, -working 
machines, proportion of machine operators, safety organization and 
hygienic conditions are regarded as hazards incidental to the in- 
dustry, to be valued in proportion to the general rate for the classi- 
‘fication. Tae, values are, therefore, expressed in percentage form 
to the manual rate on the theory that the ultimate premium should 
be modified in a variable manner for each classification, in propor- 
tion to the loss expectancy indicated by the pure premium. Third: 
Hazards affecting a limited number of employes—Items relating 
to defective floors, stairways, unprotected elevated runways, un- 
guarded fywhesels, transmission gears, clutches, belts, shafting or 
set screws; absence of elevator safety devices and enclosures, un- 
guarded grinding wheels, absence of safeguards for machinery and 
engines, present hazards which expose to risk only a part of the em- 
ployes at a given plant at any given time. The values for these 
forms of hazard are expressed in flat amounts and applied not to the 
rate which affects the entire pay roll, but to the ultimate premium, 
estimated at manual rate on basis of average exposure. In the 
actual epplicaticn of the schedule it is necessary to inspect each 
risk and prepsre a report describing minutely each item subject to 
charge or credit. 

Under competitive systems of insurance, where the state is 
charged with rate supervision, it was found necessary to establish 
state supervised rating organizations for the purpose of making 
inspections under a uniform schedule, its application to be free from 
discrimination ard competitive influences. Rating organizations 
of this character have been established in the states of New York, 
Massachusetts, Pennsylvania and California. Under this system 
every insurance carrier is required to become a member of the rating 
organization and to submit to such organization each risk subject 
to schedule rating. The inspection report on each risk is valued in 
accordance with the provisions of the schedule and the resulting 
rate becomes applicable to the risk for a given period. The assured 
has the privilege of securing a copy of the inspection report and 
may, with the advice of the insurance carrier or through his own 
engineers, make such improvements in the plant as the inspection 
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may indicate and thereafter apply for a reinspection which will 
result in a lower rate. It is clear that the opportunity to secure 
reduced rates for improvements made upon expert advice has an 
important influence in stimulating the work of accident prevention, 
in reducing the accident rate and thereby lowering the cost of in- 
surance. 

The first rating schedule has been criticised mainly on the 
ground that it resulted in a general decrease of premiums. It has 
been argued that with a manual of rates based upon average ex- 
perience and a schedule providing values on the basis of the average 
risk, the application cf the system should result neither in an in- 
crease nor in a decrease in the total volume of premiums. It must 
be borne in mind, however, that the constant improvements which 
are being mace by employers will necessarily result in reduced 
rates and, ther2fore, cause a depression in premiums which in theory 
is justified by reason of the belief that the improved conditions’ 
produce a low=r accicent rate. 

The first schedulz, known as the Universal Analytic Schedule, 
applied in the state cf New York, produced a net decrease in pre- 
mium rates as compared with manual rates, approximating 10 per 
cent in the first two years of its operation and approximating 20 
per cent in the last year of its operation. This very substantial 
decrease was undouktedly due to the fact that the authors of the 
schedule had provided credit values for average conditions where no 
credit should have been allowed and had failed-to provide charge 
values for incerior conditions where such charge values were ne- 
cessary. 

The present Industrial Compensation Rating Schedule, which 
is now in operation in practically all compensation states, has been 
so framed as to more closely appraise-risks upon the average basis 
and will undoubtedly produce more balanced results. It is urged 
frequently, and probakly with good reason, that the best sort of a 
schedule is one that provides values based upon the inferior plant. 
This kind of a schedule would provide all credits and no charges; 
its application, however, would not be practical in connection with 
a system of basic rates established upon the general or average 
class experience. 

The authors of the next rate manual will have to give serious 
consideration to the premium depression due to schedule rating and 
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make proper provision in the basic rates to offset this depression by 
means of a proper differential. 

As has been mentioned already, one of the important results of 
schedule ratirg has been the stimulation of accident prevention work 
among manufacturers, who in the first instance have to pay the cost. 
While the insurance companies have been engaged for a long time 
under Employers’ Liability laws in accident prevention work and 
have achieved considerable success in urging employers to correct 
unsafe conditions, it is believed that the most satisfactory work in 
that directión has been accomplished with the introduction of 
workmen’s compensation laws and systems of schedule rating. 
Schedule ratirg offers a direct economic incentive to the employer 
to equip his plant in accordance with the provided standards, to 
introduce proper safeguards, to remove dangerous conditions that 
may lead to panic or catastrophe, to inaugurate systems of safety - 
organizetion, and to educate the men as to the importance of care 
and safety through shop committees, bulletin boards and general 
meetings. The introduction of schedule rating has increased in- 
terest in the study of safety standards and has accelereted the move- 
ment for uniformity between insurance companies and state au- 
thorities. There is still existing a wide conflict between the laws of 
the various stases and the requirements of insurance companies and 
rating organizations and it will undoubtedly take many years before 
all inconsistencies are entirely removed, if ever. But there is al- 
ready in eviderce a spirit of helpful coöperation, with a view to re- 
moving much of the inevitable confusion due to our territorial 
and politica] divisions. Both in Pennsylvania and in New York 
important, steps have been taken to harmonize interpretations and 
requirements sc as to remove as much of the conflict as is practi- 
cable and to place the legal requirements upon the same basis as the 
requirements of the insurance carriers. 

A few words should be said about the future possibilities of 
schedule rating. Considerable attention is now being devoted by 
thoughtful students to the scientific development of rate-making 
for workmen’s compensation insurance. Much of the philosophic 
discussion which has recently been published relates to the subject 
of schedule rating and the future progress of the practice. 

The students’ attention is particularly directed to recent papers 
presented before the Casualty Actuarial and Statistical Society of 
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America by Mr. Albert H. Mowbray and Dr. E. H. Downey.! 
These papers are of special value in pointing out ways and means by 
which the present system of schedule rating may be improved so as 
to harmonize the underwriters’ purpose to provide equitable rate 
adjustment with effectiveness for accident prevention, and to sub- 
ject the schedule to statistical control so as to ultimately substitute 
mathematical values in place of judgment values for specific items 
of hazard. ; 

There is alsc the very important question frequently raised by 
critics as to whether anv single rating schedule can be applied uni- 
versally to the grat variety of manufacturing risks thet come under 
observation. Fcr example, underwriters are familiar with the 
difficulties encountered in the rating of metal and woodworking 
risks. The problem of providing sufficiently clear and definite 
classifications for metal workers has been under discussion, to the 
writer’s personal knowledge, for a period of three years. ;While a 
special rating formula has been devised and applied to such risks 
in several compensation states, authorities are not agreed that the 
method of formula rating is the final solution. Similarly in the case 
of carpentry shops, planing mills and other woodworking plants 
the defects of riek classification have to be largely corrected through 
the process of schedule rating. 

There is a strong probability that the authors of future sys- 
tems of schedule rating will take into consideration the needs of 
special industries and the wisdom of establishing several special 
schedules, each intended for a particular group, and there is good 
reason to believe that a study of special hazards may even lead to the 
construction of schedules for public service and contracting risks, 
not included at present ir the general scheme of schedule rating. — 


Exprrmnce RATING 


The second system of merit rating which I have described as 
experience rating has keen and still is a subject of controversy and 
division of opinion. As a matter of fact, there are two distinct 
schools of unde-writing, one favoring the use of individual experience 
as a method of characterizing the risk hazard and as a basis for in- 
dividual rate-making; the other school frowning upon the system as 
utterly inapplicable to compensation or any other form of insurance. 

1 Proceedings of Casualty Actuarial and Statistical Society of America, 
Volume 8. 


\ 
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By exverience rating we mean a system of merit rating where- 
by the loss experience for a given risk during a given period 
is subjected to detailed analysis and, as a result of appraisal, the 
class or basic rate is modified in accordance with experience of the 
individual risk. Those who favor experience rating base their 
argument on the following ground: The systems of schedule rating 
thus far developed are limited to manufacturing risks; and nothing 
constructive has yet been done in the direction of schedule rating 
contracting, public service and other miscellaneous risks. It is 
urged that such risks are also entitled to individual rating and that, 
in the absence of any system of schedule rating, the individual ex- 
perience of the risk is the proper guide for modifying basic rates. 
Furthermore, the plea in favor of experience rating is extended to 
manufacturing risks on the theory that schedule rating is not by 
itself capable of measuring the individual risk hazard. Itis pointed 
out that schedule rating can only take account of the physical con- 
ditions surrounding the plant and that such physical conditions 
are not in all cases an absolute guide. Coupled with schedule rating | 
there must be, in the opinion of these advocates, a system of ex- 
perience rating so that not only the physical but thé moral condi- 
tions of the risk may be properly appraised. It is stated that in the 
underwriting experience there will be found perfect plants possess- 
ing all the ideal attributes which would justify a maximum rate 
reduction under the schedule but that notwithstanding, for reasons 
which arə not visible to the inspector, the accident rate is abnormally 
high. On the other hand, underwriters encounter risks physically 
sub-standard but producing nevertheless a favorable accident rate. 
Illustrations of this character serve to emphasize the argument that 
. the moral character of the risk must be measured’ by a system other 
than schedule rating. The individual experience of the risk, if 
spread over a sufficiently long period and over an adequate pay roll 
exposure, is likely to give a truer indication of the risk hazard in so 
far at least a3 its moral aspects are concerned, and by moral aspects 
is meant the attitude of the employer, his foremen and superin- 
tendents towards the safety and welfare of the workmen. In the 
manufacturing plant, the physical valuation of the risk, combined 
with the experience valuation, will, under this theory, produce a 
rate which will reflect the risk hazard from its physical as well as its 
mnoral standpoint. In contracting, public service and miscellaneous 
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risks, the experience rating system ss herein indicated may be used 
under this theory for differentiating the risk from the class rate. 

The antagon:sts cf experience rating combat this argument by 
the statement that the loss experience on any given risk is due to 
imperfect physical conditicns and to the element of chance, that the 
general experience has been used to determine the rate for the 
class and that the rate thus obtainec. is an average rate which should 
apply to all plants without distinction as to the particulaf experience 
sustained in a given plans. It is the fundamental purpose of in- 
surance to cover the risk against the losses due to chance and it is, 
therefore, unsound in theory to penalize an employer whose ex- 
perience as a result of chance is bad or to reward another employer 
whose experience as a result: of chance is good. Furthermore, ‘all 
experience rating plans which have so far come under observation 
have not been kalanced schemes and have resulted in decreasing 
the total volumə of premiums. There should be no increase or 
decrease in premiums due to experience rating for the reason that 

. the manual provides a system of average rates and unless loadings 
were provided to replace the depression due to experience rating, 
inadequate rates would result from the application of the system. 
But it is questionable whether it is justifiable to load the rates for 
any probable premium depression due to experience rating. Any 
experience rating system must necessarily be limited to a class of 
risks that produse a eufficiently large pay roll or premium. Assum- 
ifg that only 2) per cent of the total number of risks enjoy the 
benefits of experience rating, is it proper to increase the rates for all 
employers in order to give the benefit of experience rating to a 
restricted classt Experiments with experience rating have been 
conducted in several states and the results so far have not been en- 
tirely satisfactory, prircipally perhaps for the reason that no ade- 
quate plan of experience rating has as yet been devised. . 

In the first two years of operation under the New York Act a 
system of experience rating was introduced in that state. The 
operation of tke system, however, resulted in its application to 
selected risks, namely, those that have enjoyed a good experience, 
and the result produced a depression in premiums which could not 
have been offses in any ather direction. The first experience rating 
plan was theretpon abardoned and a new plan introduced, effective 
as of June 30, 1916. It took several months to prepare the details 
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of the plan «nd in its preparation the authors had to effect a com- 
promise between a variety of views. In its present development the 
plan provides for the obligatory application of experience rating 
to all manufacturing risks that produce a minimum pay roll of 
$100,000 and an earned premium of $500 for a period of not less 
than two years and to contracting and miscellaneous risks with a 
minimum. pay roll of $5,000 and an earned premium of $500 for the 
same period. The past experience of the risk is used as a guide for 
determining the rate on the current policy. The insurance carrier 
is required to submit an application to the rating bureau with a 
specific list of compensatable accidents sustained during the period 
on which the rating is based. Such accidents are valued upon the 
basis of an established table arranged according to the type of injury, 
and the values are derived from the provisions of the statute and 
general insurance experience. The appraisal of the medical cost 
is determined by a fixed charge for each notice of injury. The 
maximum debits and ‘credits depend upon two factors—loss ratio 
of the risk and the size of the premium. Beginning with a maxi- 
mum value of 5 per cent for a $500 premium, it extends to 20 per 
cent for a $5,000 premium. If the loss ratio is more than 40 per 
cent and less than 65 per cent no modification is made, such risks 
falling within a so-called neutral zone. In the application of the 
_ plan. the rating bureau acts as the medium for exchange of ex- 
perience data among insurance carriers, and establishes the rate 
upon the data submitted under the certificate of the insurance 
carrier. The rate when published becomes available to all in- 
surance carriers and applies to the risk for a given policy term. 
This plan rnay be regarded so far as in its experimental stage. The 
valuation of six hundred risks has produced a net credit of 4 per cent. 
One or the important criticisms in connection with the plan 

is the method of loss valuation; for instance, the fairness of charges 
established in cases of accidents resulting in death or total per- 
manent disability. It is pointed out that in such cases, the table 
provides values equal to 324 weeks of compensation for fatal cases 
and 624 weeks of compensation for total permanent disability cases. 
Such charges easily result in rates being advanced to the extent of 
20 per cent maximum limit. It is argued that injuries resulting in 
so serious & manner are purely a matter of chance and that it is, 
therefore, improper to advance thé employer’s rate because of the 
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occurrence of a single serious accident, which has the effect of 
distorting the ertire experience of an otherwise favorable risk. 
Another point of criticism has been against the provision of the 
plan which requires & charge of $12 for every notice of injury, 
as a medium of appraisirg the medical cost. The medical cost 
will differ with different employers and with different companies. 
Furthermore, some emplovers are very prompt in making reports 
of notices and cthers are quite negligent in this respect. The 
employer who is prompt in reporting notices of accidents apparently 
suffers under this scheme. The third point of criticism is the fact 
that under every plan so far advanced the results havea produced a 
depression in premiums. This criticism requires very serious con- 
sideration for the reason that a loading on premium rates for this 
“item is evidently improper. 

Whatever merits the theory of experience rating may possess, 
it has not yet been possible to develop a plan that will produce 
rational results ir its application. Until such plan has been devel- 
oped, the critics are in a fair position to demand that individual 
rating of compensation risks should be entirely confined to the 
practice of schedule rating and that all efforts should be directed 
towards the highest develcpment of schedule rating and its possible 
extension to a broader sphere than that provided under the present 
system. In the normal process of such development we may look 
forward to the constructian of several schedules, each representing 
a distinct group of industrial activity. 


COMPENSATION ADMINISTRATION AND 
ADJUSTMENTS 


By James E. Raopszs, 2p, 
Claim Examiner, The Travelers Insurance Company. 


The system of workmen’s compensation which is now in opera- 
tion in the greater number of the states of the Unitéd States is a 
radical departure both in principle and practice from its predecessor, 
the system of employer’s liability, which was recognized and en- 
forced by the common law. The difference in principle is that the 
compensation system is based on a recognition of the fact that 
industry should bear its proportional part of the financial burdens 
caused by the industrial accident, regardless of the tact that such 
an accident may have been caused in part by the negligence of the 
injured employe, unless that negligence is of such a degree that it 
can be shown that the injury was wilfully inflicted; while the 
common law system was based on the proposition that an injured 
employe must be able to show some legal fault on the part of his 
employer before any recovery would be allowed for an injury 
alleged to have been sustained by reason of the negligence of the 
employer. Tha difference in practice has its basis in the difference 
in the administration of the two systems, The common law system 
of employer's liability placed the employer and employe on a basis 
of theoretical legal and economic equality, as a result of which the 
only recourse which the employe had when the employer refused 
to recognize liability and compensate him for injuries alleged to 
have been sustained during the course of his employment was to 
bring the employer into court, establish his right to recover by 
judicial process, and then collect the judgment at the termination 
of the proceedings, if judgment was secured and if collection was 
possible. Inasmuch as the compensation system establishes the 
right of the employe to recover for his injuries, unless it can be 
shown that they are the result of his wilful negligence, it is an essen- 
tial element of that system that this right of recovery should be 
secured and that the compensation laws should be so administered 
as to effect the purpose for which they were enacted. This is effected 
by requiring security for the payments, and by such a supervision 
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of the adjustments made under compensation lawe that injured 
employes shall receive the full amount which the law allows to 
them with as much regularity and as little delay as possible. 


THe INDICTMENT oF THE Common Law SYSTEM 


The particulars in the indictment against the common law 
system of employer's liability may be reduced tc four general 
specifications. They consist of the uncertainty as to’ the basis of 
liability, the uncertainty as to the amount of the recovery when 
liability is estaklished, the delay which is a necessary incident of 
legal procedure in enfcrcing a claim for damages, and the uncer- 
tainty as to the payment of a judgment when judgment has been 
recovered. These were tne principal defects of the common law 
system which ib was the object of the compensation system to 
obviate. All of shese specifications were incidents oi a system which 
had as its basis the element of legal fault on the part of a person 
against whom regligence was alleged. On this basis was imposed 
the theory of the equality of all litigants in the courts, which theory 
in its assumption that all litigants are able to stand the delays which 
are incident to Htigation takes no notice of the economic difference 
in the condition of litigants, and thus practically closes the courts 
and denies redress to thcse who are unable to stand the delay and 
expense of legal procecuze. : 

The compensation system substitutes for the uncertainty as 
to the basis of liability the requirement that the employer shall 
compensate for all accidental injuries which an employe may receive 
in the course of his exployment, and which arise out of it, except 
in the comparatively rare cases in which it can be shown that the 
injuries were received by reason of the wilful or intentional negli- 
gence of the enploye himself. It substitutes for the uncertainty 
as to the amount of recovery a specific amount which shall be paid 
during disability, or for a specific length of time. Any complete 
compensation system will substitute for the element of delay which 
is incident to the common law system of litigation a summary 
procedure for the determination and enforcement of rights under 
the compensation law, and it will substitute for the element of 
uncertainty as to the payment of a judgment a system of security 

-for the payment of compensation which will assure that the injured 
will receive his indemnity just as specified by the law. 
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ADMINISTRATION OF THH Common LAW SYSTEM 


In considering the administrative feature of the compensation 
system, and particularly that phase of compensation administra- 
tion which deals with the adjustment of claims under the compen- 
sation laws, it is necessary by way of contrast to outline the proce- 
dure for the enforcement of a claim under the common law system 
and thus shaw the defects of that system, and then show how the 
compensat:on system has attempted to remedy those defects. The 
common law system is based, as has been noted, on the theoretical 
equality of employer and employe in the eye of the law, the result 
of which is that in legal procedure each has an equal right to contest 
to the limit any allegation that may be made by the other, and as 
employer’s lizbility cases are simply a part of the general work of 
the courts and are entitled to no precedence over other litigation 
the injurec employe who is a plaintiff must await his opportunity 
to be heard in turn with all other litigants. 

If an employer recognizes his liability to respond in damages 
to an injured employe, or if for any reason an employer chooses to 
settle such a claim without litigation, and the parties can agree 
upon the amount that shall be paid, litigation is then unnecessary. 
Their agreement is subject to the legal requirement that it must 
be supported by a sufficient consideration, but wide latitude is 
given to tke parties in determining the sufficiency of the ‘considera- 
tion and the law will not disturb any settlement made with an 
injured employe unless it appears that the consideration is grossly 
inadequate, cr that the settlement was effected by fraud or duress 
and so shculd not be permitted to stand. The common law prin- 
ciples as to the assessment cf damages may be observed or they may 
be disregarded, for the law will not interfere with any settlement 
that is supported by a sufficient consideration and, although the 
consideration may seem small, still it may be regarded as sufficient 
in law to support the agreement. 

’ The enforcement of an employer’s liability claim under the 
common law by legal process necessitates recourse to the courts by 
means of a suit brought by the employe against the employer, 
alleging injuries received during the course of employment by reason 
of the negligence of the employer and demanding damages for those 
injuries. Either party is entitled to a jury to determine questions 
of fact, and as the allegation of negligence is usually a question of 
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fact it is incumbent upcn the plaintiff to establish his case to the 
satisfaction of the jury by a preponderance of the evidence. The 
defendant is allowed to prove, if possible, that the injuries were 
received by reascn of ths negligence of the injured himself, or that 
it arose from dangers inherent in the occupation of the injured of 
which he was fully cognizant, or that they were received because of 
the negligence of a fellow-sarvant, unless these common law defenses 
have been modified or abragated by some statutory pfovisions. 

If the jury decides in favor of the right of the plaintiff to recover, 
it is their duty to assess the damages that shall be awarded, and the 
latitude which is given tc a jury in this respect is one of the principal _ 
defects in the common law system. While it is the theory of the 
common law that the damages assessed shall be compensatory, as 
far as possible, thare is in practice little to limit a jury in the exercise 
of their function of assessing damages but their own imagination, 
and the result is a great disparity in the amount of damages assessed 
in different cases. i 

Frequently there is considerable delay before an employer's 
liability case can be tried, and if a verdict is obtained by the plain- 
tiff it may happen that there are some alleged errors in connection 
with the trial which allow the defendant to appeal. If such an 
appeal is taken, the delay is almost indefinite and the result uncer- 
tain, for it may result in & reversal and dismissal of the suit, or a 
reversal and an order fcr enother trial. In the former event the 
right of action is lost, while in the latter the plaintiff is just where 
he started at the beginning of the litigation. If his verdict is sus- 
tained he is then at liberty to proceed to the collection of the judg- 
ment. This may be a difficult matter unless the defendant volun- 
tarily pays the judgment, or has property which can be reached by 
attachment in satisfaction of it. 

This brief summary shows that the element of delay is one of 
considerable conssquence in the enforcement of a claim by legal 
process under the common law rules of employer’s lability, for an 
~ injured employe may be practically deprived of his rights by reason 
of the delay which is incident ta their enforcement. An incident of 
this element of delay is thet of expense, for it seldom happens that 
a seriously injured workman has been able of himself to provide 
for such contingencies, hence the problem of sustenance during the 
progress of the litigation is both practical and pressing, and thig 
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added to the expense which may be necessary to the litigation 
frequently causes the relinquishment of valuable rights for much 
less than an injured employe is legally entitled to receive. 


PRINCIPLES OF COMPENSATION ADMINISTRATION 


It is, therefore, an essential element of the compensation system 
that the payment of the benefits which the law provides shall be 
made as cerfhin as possible, and that these payments shall reach 
the injured with promptness and regularity. The element of cer- 
tainty of payment is secured in the well considered laws by a re- 
quirement of insurance of some sort, carried by the employer for 
the benefit of his employes for the security of the payment of the 
compensatior. obligations. The element of promptness and regu- 
larity of payment is accomplished by vesting the administration of 
the compensation law in a single official or an official body whose 
sole duty it is to see that the law is properly administered, and this 
supervision cver the adjustment of compensation claims is one of 
the vital features of the general subject of compensation adminis- 
tration. Some of the compensation laws which have been passed 
in the United States cannot be considered complete, even according 
to present standards of compensation, because of the fact that they 
fail to require security for the payment of compensation, and also 
fail to provide any special administrative machinery to supervise 
their execution. Such laws are necessarily defective in principle 
even though they may be satisfactory in practice. 

The principle of special administrative authorities for particu- 
lar classes of laws had already been recognized and developed in 
the United States long before the adoption of the compensation 
system, 80 in applying the principle of special adminjstration to 
compensation legislation, in those states in which this principle was 
adopted, the legislators were not establishing any new principle but 
were following precedents already established. The basis of this 
form of administration is the fact that because of the amount of de- 
tail that may be involved in the administration of some laws, and 
because of the specialized knowledge that their administration may 
require, enforcement may be ineffective if left to the general execu- 
tive authorities; or to the parties who may be interested in their 
enforcement, with recourse to the courts a necessity in cases of 
disagreement as to the construction and application of the laws. 
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It is, therefore, to the benefit of all who may be interested that 
some such laws shall have administrative systems of their own. 
The administration of any law necessarily involves a combination 
of executive and judicial functions, for decisions as to the meaning 
of statutory provisigns are necessary at every turn and, while it is 
the particular function of the judicial department of government to 
render the authoritative and final decisions as to the construction 
of all laws, it is often necessary, in the absence of such decisions, 
that rulings shall be made as to tke practical applicetion of laws 
which shall be made summarily and shall have the sanction of 
authority, and this can be accomplished in no bettar way than 
by providing special administrative machinery for tke particular 
classes of laws which may prove ineffective if appeal to the courts 
is the only method of securing their enforcement. 

This principl of administration had been developed particu- 
larly in connection with the regulation of the relations between 
public service corporaticns and individuals, and commissions of 
some sort as intermediaries between the individual and the courts 
in dealing with these corporations were already common when the 
compensation laws were enacted. The principle had also been 
applied to the administration of that class of labor legislation which 
relates to the safety and health of employes and the regulation of 
work of women and children by inspection of work places in order 
to see that the laws were enforced, but no such application of it had 
ever been made to the laws which related to the liability of the 
employer for occupational injuries sustained by the employe, so 
that the creation of commissions to supervise and enforce work- 
men's compensation laws was an extension of the principle, but 
this extension seened justifiable in view of the purpose of the laws. 

The European precedents were of little help in determining 
upon the systems of administration in the United States. The 
systems in Europe which were studied more than any others in 
connection with the formulation of our systems were the English 
system and the German system, and although our systems contain 
elements taken from both of those systems it may be said that both 
in form and substance our laws are based more upon the English 
than upon the German precedent. The administrative features, 
however, where special administraticn has been provided, partake 
more of the German system, for the English law is to a certain 
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extent defective according to our standards of compensation be- 
cause of its lack of administrative features, the administration being 
based upon agreement of the parties or arbitration, with resort to 
the courts when agreement or arbitration fails. The German system 
is an elaborate social insurance system, of which the supervision of 
its administration by the state is an essential element. 

As to their administrative features the compensation laws in 
the United States may be divided into two general classes, those 
which have not provided for any machinery aside from court proce- 
dure for their administration and those which have provided some 
such machinery. It may be said to the credit of those laws which 
leave the matter of administration with the courts that they usually 
provide that the procedure shall be summary, and not subject to 
the delays and technicalities which are too often incident to judicial 
procedure. This elimination of technicalities relates both to the 
form of procedure and the legal rules of evidence, for it is the spirit 
of any procedure that may be necessary in compensation adminis- 
tration thas it shall be free from the technicalities which have 
developed in legal procedure and in the application of the common 
law rules of evidence. The states which rely upon court procedure 
for the administration of compensation laws are in the minority, 
for the majority of the laws have provided for a special form of 
administration. 

The form varies in detail in the different states which have 
special administration. It may be vested in a single official or in 
an official body ‘but, regardless of differences in form, the principle 
is uniform, for the object is to secure to the claimant a summary 
decision as to his right to receive compensation, with the procedure 
as simple and informal as possible; and, if the right is established, 
to see that the compensation is paid as ordered. In order that the 
constitutional rights of the parties and the constitutional function 
of the courts may be preserved, it is provided that appeals may be 
taken to the courts from the decision of the administrative official 
or body on questions of law, but that findings of fact shall be bind- 
ing on the parties. : 

It may be well to state at this point that in the practical admin- 
istration of compensation laws, particularly in those states which 
have a special administrative system, the actual parties in interest 
are usually the claimant and the insurance carrier. This is because 
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of the requirement in the greater number of the laws that the com- 
pensation obligation shall be insured and the provision that the 
insurer succeeds z0 all of the obligations of the employer. So in 
event of an accident the employer reports the matter to his insurer, 
and it is then the duty of thé insurer to see that all of the provisions 
of the law are carr’ed into execution. This practical condition simply 
substitutes the insurer for the employer, notwithstanding the fact 
that the proceedings may nominally be against the empfoyer instead 
of against the insurer. f 


ADMINISTRATION IN DIFFHRENT STATES 


In order that the procedure of adjustment may be shown, and 
also that some of the differences in detail may be illustrated, the 
systems adopted in several of the different states will be outlined 
as representative of the systems in those states which have provided 
for a special form of administration, The states selected are 
Massachusetts, Connecticut, New York and Pennsylvania, the 
order given being the order in which the legislation wes passed in 
those states. Massachusetts is selected because of the excellence 
in principle and in practice of the administration of its law; Con- 
necticut, because, although the administration provided may be 
defective in theory and in principle, in the summary way in which - 
its law is administered it presents an example of excellence that may 
_ well be considered; New York because of the importence of the 
state, and also beceuse of the fact that its law is of limited applica- 
tion and so presents problems of administration which are not pres- 
ent when the law is of general application; and Pennsylvania because 
of the fact that it is the most recent of the large states to adopt the 
compensation principle, and its system of administration is worthy 
of consideration. 

The Massachusetts act provides for the appointment of an 
Industrial Acciden; Board consisting of five members. When, 
after an injury, the employer and the employe reach an agreement 
as to compensation, a memorandum oi this agreement is to be filed 
with the board, and, if the board approves this agreement as in 
conformity with the terms o? the act, it will be enforced. In case 
of disagreement beteen the parties an arbitration is necessary, and 
this arbitration is eTected through a committee of three, one each 
being selected by the employer and employe and the third, who shall 
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be chairman, being a member of the board. This committee of 
arbitration investigates and make its findings, and files its decision 
with the board. Either party may file a claim for review with the 
board within seven days after tae decision of the committee is 
rendered. If this claim is filed tha board reviews the findings, and 
it may affirrn them, revise them, or refer the matter back to the 
committee for further consideraticn. If no claim for review is filed, 
the decision*of the committee stands as the decision of the board. 
An appeal may be taken to the courts from the decision of the board, 
or frora the findings of the committee if no cleim for review has been 
filed, but this appeal must be upon questions of law, for the findings 
of the committee or of the board as to questions of fact are final. 

The result of this procedure as to the committee of arbitration 
is in effect tae same as it would te if a member of the board acted 
as sole arbitrator, for in cases of d:spute between the other members 
it is the vote of the member of the board that decides, but the fact 
that each party is represented on the committee tends to preserve 
the rights of the parties, and the, effect may be that the issue has 
greater consideration than it would have if the member of the board 
had nothing to assist him in reaching his decision but the presenta- 
tion cf the case by the parties o> their attorneys. The procedure 
is summary, and there is no cause for delay, except in those cases 
where it is deemed necessary to kave the court rule.upon questions 
of law, and groundless appeals are penalized by allowing the court 
to assess the whole of the cost of the proceedings on the party who 
has proceeded without reasonable ground. 

The Connecticut act has provided for a system of administra- 
tion which for practical excellence, particularly in a state of limited 
area, cannot be surpassed. Five compensation commissioners are 
appointed, one for each Congressional District. The Board of 
Commissioners act together for the purpose of adopting rules of 
procedure and the preparation cf reports, but as to the adminis- 
traticn of the law each commissioner is supreme in his own juris- 
dicticn, the Congressional Distzict in and for which he was ap- 
pointed, and the board does not, as a matter of law, take concerted 
action in any compensation cases. Any commissioner may designate 
another commissioner to act for him when it is necessary, such.as 
in cases of absence from his district, or in cases of incapacity or 
disqualifcation. When an employer and employe fail to reach an 
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agreement as to compensation the commissioner orders a hearing, 
with not less than ten days’ notice as to time and place to each 
party. Appeal from the decision of the commissioner may be taken 
by either party to the Superior Court at any time within ten days 
after the entry of the findings, and such appeals to the Superior 
Court are privileged over other actions so that disposition may be 
summary. 

The Connecticut systern may be regarded as defettive in prin- 
ciple because it provides for no review or confirmation of the deci- 
sion of a single commissioner by the full board. Such a provision 
would tend to uniformity in rulings on the part of the commis- 
sioners, but this objection. in view of the excellence cf the adminis- 
tration-in Connecticut, is largely theoretical rather than practical 
in its nature. In a larger state, particularly one larger in area, the 
system might not work so well, but in a small state like Connecticut, 
with the commissioners in close proximity to each other, engaged in 
a common purpose, and in easy and frequent communication, this 
system works very well. ` 

The New York act provides for the appointment of a State 
Workmen’s Compensation Commission consisting of five members. 
The work of the commission is to a certain extent complicated by 
the fact that the New York act is one of limited application, and 
further by the fact that the commission has charge of the adminis- 
tration of the State Insurance Fund. The commission is authorized 
to appoint deputy commissioners. It is incumbent on the com- 
mission.to determine disputes between employers and employes as 
to the payment of zompensation, and any hearing which it is neces- 
sary for the commission to hold may te before either a commissioner 
or a deputy. The commission also has authority to require the 
parties to appear b2fore an arbitration committee. The decision of 
a commissioner or deputy, when approved by the commission, is 
the decision of the commission. Appeals may be taken on questions 
of law, or the commission may certify questions of law to the court 
for decision, but the finding of the commission as to facts is final. 

The provisions regarding the administration of the New York 
law were changed to a certain extent in 1915, in that the State 
Workmen’s Compensation Commission established by the com- 
pensation law was abolished, and the functions of that commission 
were transferred to the State Industrial Commission, which was 
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established by the law abolishing the Workmen’s Compensation- 
Commission. This change was more in form than in substance, 
for the Industrial Commission was vested with all the powers, 
duties, obligations and liabilities af the Workmen’s Compensation 
Commission and simply continued with the administration of the 
compensation law as its predecessor had been administering it. 
The Industrial Commission was established to take general charge 
of the admitfistration of the Department of Labor of the State of 
New York, and the administration of the compensation law was 
only one of its functions. This change in New York may be re- 
garded as indicative of a tendency to consolidate the administra- 
tion of all of the laws relating tc labor into one body, and it is 
reasonable to expect that such accion may be taken in other states. 

The Pennsylvania act provides for the appointment of a Work- 
men’s Compensation Board of three members, which board shall 
supervise and direct the work of the Bureau of Workmen’s Com- 
pensation, and it also provides thet the Commissioner of Labor and 
Industry shall appoint as many referees as may be necessary, not 
exceeding ten in number. When an employer and employe fail to 
agree as to compensation, the employe may submit the matter to 
the board and, when the matter is submitted to the board, the 
bureau shall in turn assign it to a referee for an investigation and 
report. Appeal may be taken to the board from the findings of the 
referee, but the findings of fact by the referee are final unless the 
board allows an appeal, and the board’s findings of fact are final in 
all cases. Appeal may be taken to the court from the board’s 
findings on questions of law. 

The laws give to the different administrative authorities the 
power to simmon witnesses and compel the production of any 
written evidence that may be nezessary. It is not usual to vest in 
these bodies. the authority to issue execution to carry out a decree, 
but the equivalent of this power is provided by authorizing the 
courts to issue execution on any decree which has become final so, 
with the full power of the courts behind any such decree, the lack 
of this power on the part of an sdministrative body is no essential 
dezect in the system. 

As zhis system of special administration is recognized as a 
necessity for the practical and efficient administration of compensa- 
tion laws, this chapter, in dealing with the adjustment of compen- 
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sation claims will assume that the administration of tho law is 
vested in some special administrative body, and this body will be 
referred to, as a matter of convenience, as the ‘‘ commission.” 


APPLICATION OF THE COMPENSATION Law 


The first question of dispute which can be raised in a state in 
which the comp2nsation law is limited in its application is 88 to 
whether or not a partizular occupation is within tise to which 
the law applies. A number of the states have enacted laws which 
apply only to certain ozcupations, those occupations being named 
either by classes or by specification of particular occupations, 80 
that in those staces the common law system of employer’s liability 
still exists as to those cccupations which do not come within the 
compensation law. The principle on which this distinction in occu- 
pations is based is that some are essentially hazardous in their 
nature while others are non-hazardous and, as to these which are 
non-hazardous, there is no necessity for an abrogation of the com- 
mon law system. It may happen, therefore, that in some cases 
there is a dispute between an employer and an injured employe as 
to the application of the compensation law to the occupation in 
connection with which the injury was sustained and, if this issue 
is present, the commission must, in the first instance, determine 
whether or not the law applies. 

This issue as to the application of the law may arise to a very 
limited extent in those states in which the laws ara of general 
application, for practicaliy all cf the laws contain some exceptions 
of occupations which do not come within the law. The exceptions 
which are practically universal are those of domestic and agricul- 
tural service, but in addition to these there may be other exceptions 
which have been inserted because of local considerations, and if any 
issue as to the application of one of these laws arises it is necessary 
for the commission to make a decision as to coverage. 


Mmana oF Word “ACCIDENT” 


If no issue as to the application of the law is present, the next 
question which may aris2 for determination is that as to whether or 
not the occurrence which resulted in the disability is an “accident” 
within the meaning of the word as used in the compensation law. 
No attempt will be made here to frame any definition of the word 
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as it is used in this connection. In the great majority of cases the 
circumstances of the occurrence are so plain that there is no doubt 
that an “accident” has happened and is responsible for the dis- 
ability. But in some cases disability may arise when it is claimed 
that an alleged accident is responsible for it, and that, therefore, 
indemnity should be paid under the law, when it seems that there 
is a reasonable doubt as to whether the disability can be traced to 
any “accid@at” as this word is used and understood within the 
meaning of the compensation law. The most frequent instances of 
cases of this nature are those in which it appears that some disease 
is responsible for the disability, but it is claimed that the disease 
had its origin in some alleged accident. The general rule in such 
cases is that, if the disease is a result of the accidental injury, it 
should be regarded as a compensation case for the disability caused 
by the disease or for death, if deeth results irom it, but that if the 
disease arose independent of any such injury it is not within the 
provisions of the compensation law. This rule goes to the extent 
of holding that any disease which arises during the disability caused 
by accidentel injury and which may be directly traced to the injury 
is covered for compensation. Any issue of this nature is a medical 
issue, but it is essentially a question of fact and so is on the com- 
mission for determination. 

A few illustrations will show zhe nature of the cases of this kind 
which are presented for decision, and some of the decisions of the 
Industrial Accident Board of Massachusetts will be used as illus- 
trative. The Massachusetts decisions are not cited in any attempt 
to emphasize the excellence of the administration in that state, but 
because of their availability. The references in this paragraph are 
to the Massachusetts Workmen’s Compensation Reports. In 
Twoomey’s case, 2 Mass. 540, an employe had been injured by being 
kicked by a horse and was incepacitated about a month. After 
resuming his regular occupation he became ill of an ulcer of the 
stomach and died. His widow claimed compensation, alleging that 
this ulcer arose from an injury sustained in his employment. A 
committee of arbitration held taat the medical evidence did not 
substantiate this allegation, and the decision was accepted without 
appeal. In Lynch’s case, 2 Mas3. 691, an employe was injured in 
May and in September died from acute dilatation of the heart 
caused by uremic poisoning. It was held that the widow was not 
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entitled to compensation, for no causal cornection was shown 
between the injury and the disease which caused death. Im Mer- 
ritt’s case, 2 Mass. 635, an employe had received a severe strain 
from which para`ysis resulted, and about a year subsaquent to the 
injury contracted pneumonia from which he died. It appeared 
that because of his exhausted vitality and reduced power of resist- 
ance he was unable to resist the attack of pneumonia, and as his 
weakened condition was due to the disability caused b the accident 
it was held by the committee of arbitration that his widow was 
entitled to compsnsation. The finding of the committee was ap- 
proved by the Industrial Accident Board. 


RELATION or DiseasH To COMPENSATION 


The court in Massachusetts ha3 gone further than that of any 
other state in extending the protection of the compensation law to 
diseases which may arise in connection with employment, and this 
attitude of the Massachusetts court is justified by a distinction 
which it indicates between the language used in the Massachusetts 
act and that used in the English act and the acts in many of the 
other states. The Massachusetts act relates to “personal injury” 
arising out of anc in the course of employment, while the English 
act and the other acts generally relate to “personal injury by acci- 
dent” sustained cnder similar circumstances. ‘he term “personal ` 
. injury” used in a broad sense may include disability caused by 
disease which mar be directly attributed to employment as well as 
disability caused by accident, and the logical canclusicon which the 
Massachusetts court has drawn from the failure of the legislature 
to restrict the operation of the act to personal injury by accident 
is that it was the legislative intention to have tha act apply to sick- 
ness which might arise from employment as well as to the disability 
which might be caused by an accidental injury. This particular 
phase of the applcation of the Massachusetts act is discussed by 
the Supreme Judicial Court in Madden’s case, 222 Mass. 487. In 
that case the claimant, an emplove in a carpet mill, had strained 
herself by pulling carpets over a table and the strain accelerated a 
weakened conditicn of the heart and caused incapacity for work. 
It was held that when there was a direct causal connection between 
the employment and the disease an award of compensation could 
be made. The substantial question is whether the diseased condi- 
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tion independent of any of the hazards of employment was the 
cause of disability, or whether the employment was a proximate 
contributory cause; in the former case no award could be made, 
but in the latter it ought to be made. 

One of the most troublesome questions which has arisen in 
connection with the administration of compensation claims is that 
of the treatment of claims for disability caused by hernia. This is 
because of tħe fact that the best medical testimony is to the effect 
that hernia is the result of a pre&xisting bodily condition, and par- 
takes more of the nature of a disease than that of an accident, and 
from the nature of the case is never treumatic in its origin, but the 
rupture which is the consummation of the hernia usually follows 
some strain, and when this strain occurs in connection with employ- 
ment the natural effect ig to attribute the hernia to en occupational 
injury and demand compensation. The tendency on the part of 
the commissions is to connect the herria with the alleged accident, 
if there is any basis for such a de2ision, and award compensation. 
Hernia, claims often constitute a class by themselves, and they are 
sometimes made the subject of a special rule which shall apply to 
that class, such as the allowance of a regular operation fee and com- 
pensation for a definite period in all hernia cases. The Kentucky 
act, which is the most recent compensation law to become opera- 
tive, has made special provisions for hernia claims, when it can be 
shown that hernia results from an injury, by specifying surgical 
benefits when an operation is performed up to two hundred dollars, 
and compensation for twenty-six weeks. 

The consideration of the matter of the coverage of disease 
under compensation acts involves two phases of the subject, one of 
which, that of diseases which are general in their nature and are 
not peculiar to any particular occupations, has just been noted. 
The other phase is that of diseases which arise from particular 
occupations, usually from contact with substances used in con- 
nection with those occupations, and are termed “occupational 
diseases.” Under the rule adopted in Massachusetts that the term 
“personal injury” as used in tke act is broad enough to cover 
injury from disease as well as that cacsed by accident, the Supreme 
Judicial Court has held that occupational diseases are covered for 
compensation, but the general rule in the other states, even where 
the acts do not particularly specify zhat they relate to “personal 
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injury by accident,” is that occupational diseases do not come in 
the scope of personal i injuries within the meaning of the compensa- 
tion law, and compensation is denied for disability caused by these 
diseases. 


Wartina PERIOD 


No compensation is payable under any of the asts unless the 
disability extends beyond a certain period, the “waijing period,” 
so called. Various considerations are responsible for the insertion 
__ of this provision in the compensation laws. One reason is thé at- 
tempt to discourage claims for minor injuries and to encourage the 
injured to return to work as soon as possible in cases where the 
disability does not extend beyond the waiting period; another 
reason is that under compensation the injured must bear some 
portion of the financial loss caused by industrial accidents, and the 
loss from disability during the waiting period is a part of the loss 
which he must stand. The waiting period has usually been fixed at 
not over two weeks, and some of the laws have provided that in 
cases where the disability extends beyond a certain period; say six 
or eight weeks, the waiting period shall be eliminated and compen- 
sation paid from the beginning of the disability. The tendency is, 
in connection with amendments to the compensation laws, to reduce 
the length of the waiting period; so that in some states where it was 
originally two weeks it is now ten days, and it has even been reduced 
to one week. 


STATUTORY MEDIOAL Am 


While no compensation is payable as a general rule during the 
waiting period, the provision is almost universal that during this 
- period, or during a pericd which may not necessarily correspond 
with the waiting period, for it is usually longer than this period, 
the injured shall be furnished the necessary medical and surgical 
attention, and all of the incidents of that attention, such as medi- 
cines, hdspital services, etc. This obligation is usually Hmited both 
as to the time within which the medical or surgical aid shall be 
rendered and as to the, amount of expense which shall be incurred 
for such attention, and the administration of this provision of the 
law is one of the first administrative difficulties encountered after 
it has been determined that an accident is within the provisions of 
the compensation law. 
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If the necessary treatment can be rendered within the time 
specified by the law and at an expense not exceeding the limitation 
of the law, no complications arise, but if treatment is necessary 
beyond the specified period, or if the necessary expense is in excess 
of the limisation, or if both of these elements concur as they fre- 
quently do, the case involves its complications. The authority is 
usually givep to the commission to regulate the charges for these 
services, and if the excess in amount is the only element the com- 
mission may, by using this authority, bring the charges within the 
limit. If this is impractical the only action that cen be taken, in 
justice to all parties, is to prorate the limit among all of the creditors, 
paying each one a proportional share. If the employer or the 
insurance company carrying the risk does not pay the balance the 
only way in which payment can be effected is by pressing a claim 
against the injured, and if he is unable to pay the creditor loses 
the balance. 

In view of this practical considaration, the tendency is to 
remove ths arbitrary limits both as to the time within which this 
treatment is to be rendered and as to the amount of expense for 
such treatment. The requiremens of the Connecticut law passed 
in 1913 was that these services be furnished for thirty days imme- 
diately following the injury without any limitation as to the amount 
of the expanse to be incurred; the legislature of 1915 removed this 
limitation as to time so that the requirement is now unlimited both 
as to time and expense. The Massachusetts law passed in 1911 
provided for reasonable medical and hospital service for two weeks 
after the injury without any limitation as to expense. This period 
was maniestly inadequate and inequitable in serious cases, and 
the law was amended in 1914 so as to allow the Industrial Accident 
Board in its discretion to extend the time in unusual cases. In 
commenting on this general provision it may be said that the method 
adopted in Massachusetts has advantages over the Connecticut 
method, for it is a practical necessity that strict supervision be 
exercised in the administration of this provision of the law, and if 
the commission has an opportunity to pass upon the necessity for 
such further treatment before it is rendered, and authorize it if the 
circumstances seem to warrant such authorization, the power of 
supervisicn is manifestly much more effective than it can be in 
cases where physicians or surgecns are at liberty to render such 
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services as they think necessary subject to a review of the charges 
by the commission after the services have been rendered. 


Tae MEDICAL ELEMENT IN COMPENSATION 


The importance of the medical element in compensation ad- 
ministration cammot be overestimated. One phase of this element, 
that of medical and surgical attention following an injury, has just 
been mentioned. It is the purpose of this provision in the laws to 
minimize the effacts of an injury as much as possible and to facili- 
tate recovery in all cases where recovery is possible. The power 
given to the commission to regulate the charges of physicans and 
surgeons for these services is regarded as essential for, inasmuch as 
the compensation system imposes extra financial burdens on the 
employer, it is one of the objects of that system to reduce all com- 
pensation expenses toa minimum. The attempt is made, therefore, 
to keep the charges for medical or surgical attention within the 
scale which would be applied if the injured, instead of the employer 
or an insurance company. were paying them, and this is why the 
authority to regulate these charges is vested in the commission. 
It is sometimes specified in the law that the charges shall be the 
same as they would be if the injured were paying them himself, but 
if there is no such provision it is assumed that the commission will 
keep the charges within this limit. 

Another important phase of the medical element in compensa- 
tion is that of the assistance which it is necessary for the commis- 
sion to have from the medical profession. In decisions as to whether 
or not disability has terminated, decisions as to the length of dis- 
ability, and, in short, in all cases where the question in dispute is 
essentially a medical queszion, it is necessary that the commission 
have the best medical testimony available for its assistance. All 
questions of this nature are questions of fact and the decision of the 
commission is final. In order that the commission may have the 
necessary power to enfcrce its authority over disputed questions 
as to the length of disability, and other medical questions, the dif- 
ferent laws provide that the injured shall from time to time submit 
himself for examination by an impartial physician, as directed by 
the commission, and the report of the physician is the basis upon 
which the commission must, as a practical proposition, rely in 
making its decision. If the injured refuses or obstructs such an 
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examination his compensation may be suspended until he submits 
to the examination. The impartial physician is, therefore, a very 
important factor in the proper administration of the compensation 
laws for, when the opinion of the physician representing the injured 
differs from that of the physician who represents the employer, the 
opinion of a physician who represens neither party in interest must 
necessarily possess great weight. 


DISABILITY PAYMENTS 


The disability for which compensation is payable in non-fatal 
cases is of two kinds, total and partial, and each kind in turn con- 
sists of two eements. Total disability may be either permanent 
or temporary, and the same is true of partial disability. In cases 
of total disability the compensatior. is proportioned to the average 
weekly wages of the injured, ranging from one-half to two-thirds in 
the different states and usually subject to a maximum and a mini- 
mum, during total disability, and subject also to any limitations as 
to time and amount that may be specified in the law. This total 
disability may be either permanent or temporary, and if it is tem- 
porary the payments for total disability cease when the total dis- 
ability ceases. The laws frequently specify some particularly serious 
injuries which shall constitute total permanent disability, and unless 
the injury comes within one of the specifications the question as to 
whether or not the disability is total and permanent is one for the 
commission to determine, aided by the necessary medical testimony. 

The peyments for partial disability are based upon the loss in 
earning power occasioned by the injury, the proportion ranging the 
same as that for total disability. For instance, a workman earning 
fifteen dollars a week is injured and after recovery he is obliged to 
go back to work for ten dollars a week because of some disability 
caused by his injury. His compersation for this disability would 
be the proportion of this loss in earning power of five dollars a week 
specified by the law during the continuance of the partial disability, 
subject to any limits as to time and amount fixed in the law. It is 
frequently specified in the laws that certain injuries which may 
involve permanent partial disability shall be compensated by 
making the payments allowed fo? total disability for a certain 
time, these payments to be in lieu of all other compensation. This 
provision rafers to certain dismemberments which do not necessa- 
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rily cause permanent tctal disability for all employments, even 
though they may destroy the ability of the injured for further work 
at the employment in which he was working at- -the time of the 
injury. The determinat:on of the allowance which shall be made 
in cases of partzal disadi ity rests with the commission in event of 
disagreement between employer and employe, and eny agreement 
made by the parties as to pzymenta in these cases must, as a general 
tule, have the approval of the commission before it®can become 
‘effective. j 


PAYMENTS IN FATAL CASES 


, The payments in ceses where death results from the injury 
depend on whether or noi any dependents survive, and in the event 
of surviving dependənts the payments depend further upon the 
nature of the dependency. In cases where there are no dependents, 
the payment is usually limited to the expenses of the last sickness 
and funeral expenses, subject to a specified limit. In case of total 
dependents surviving, tte payments usually correspond to what 
would have been paid to the injured during his total disability had 
he survived. In cases of partial dependency, the payments are a 
proportional part of thoss for total dependency, the amount being 
determined by che degree of the dependency. The laws usually 
specify certain relatiorships which when shown constitute total 
dependency; in all other cases where dependency is alleged, either 
total or partial, she question is one of fact for determination by the 
commission. i 

In dealing with fata cases, therefore, it will be seen that the 
compensation pzinciple departs from the common law principle, 
or, speaking with greater accuracy, from the principle established 
by the statutes ziving a right of action for death by wrongful act, 
which by usage came to De regarded as a part of the common law 
system. The statutes generally allowed that action to the personal 
representatives of the deceased in cases where no dependents sur- 
vived, but the compensation system recognizes only the right of 
dependents so, if no dependents survive, nothing is recoverable 
under the compensation law. This right may in turn be lost if 
for any reason dependenzy ceases, as may happen in case of the ’ 
remarriage of ‘a widow, cr the period of dependency may be ter- 
minated by law, as in case of a minor reaching a certain age at which 
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the law presumes that he can support himself, unless in fact further 
dependency is shown. The right to receive compensation is per- 
sonal to the dependent and is in no sense a vested interest, so the 
dependent has nothing which he can pass on or which his personal 
representatives are entitled to receive in event of his death. 


CONSERVATION OF CoMPINSATION PAYMENTS 


It is the object of the compensetion system that the payments 
to the injured, or to the dependents in fatal cases, shall be made in 
substantially the same manner as wage payments, at regular inter- 
vals and in regular amounts. The party who makes the payments, 
therefore, either the employer or his insurer, is required to see that 
the payments are made as specified by law or by the commission, 
and that thay reach the person or persons for whom they are in- 
tended. In order that the beneficiaries may have the full benefit 
of the payments it is usually provided in the statutes that any 
assignment of the right to compensation shall be invalid, and also 
that any payments that may be du2 shall be exempt from attach- 
ment while in the possession of the employer or of the insurance 
company. : 

It is intended to keep the procedure to determine and enforce 
the right to compensation as simple and informal as possible, and 
in view of this simplicity in procedure there is nothing to prevent 
a claimant from acting as his own attorney in compensation pro- 
ceedings, particularly in those befora the commission; if an appeal 
is taken to the courts it may be necessary for the claimant to be 
represented by an attorney. The aim is, however, to keep all 
litigation down to a minimum, anc to keep the expenses of any 
litigation that îs necessary as low as possible. As the authority to 
regulate the fees of physicians is given to the commission, in the 
interest of the employer, so in the interest of the employe the 
authority to regulate the fees of any attorney that may appear for 
the claimant is usuaily given to the commission. 

It was one of the practical defects of the common law system 
that, when liability was recognized and a settlement was made, or 
when for any reason a settlement was made without suit, or when 
a judgment was collected after recovery by suit, the amount which 
the injured received was paid to him in one sum. The effect of 
this practice was that the money received was frequently dissipated, 
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and the injured was then no better off than he had been before the 


` recovery of his damages. The provisions of the compensation laws 


7 


regarding the frequent. and regular payment of indemnity were 
adopted in order to overcome this defect in the operation of the 
common law system, anc this practice in compensation administra- 
tion negatives the idea that the benefits should be paid to the 
injured in a single amount, or in several amounts each one of which 
would be muck larger than the small periodical payments. The 
law, however, recognizes the fact that in some cases there are reasons 
why a lump sum settlement to be paid in one amount, or a settle- 
ment which shell be made in several larger amounts rather than in 
numerous smaler amounts, may be advisable, and in recognition 
of this fact the different laws have provided for commutation of 
the future payments under certain circumstances. In practice this 
provision of the law is very close’y guarded by the administrative 
authorities, for*if such settlements were generally allowed that 
practice might almost nullify one of the fundamental principles of 
the compensation system, thet of the conservation of compensation 
payments. Asa general rule a petition for the commutation of the 
future paymenzs into one amount or into several amounts may 
be made to the commission by either the employer cr the employe, 
but such a pet-tion will not be granted unless reasonable grounds 
are shown for ics advisability. The basis on which a commutation 
is usually made is that of the present value of the future payments 
at the time of the commutation, discounted at a given rate of 
interest. In cases where the length of disability is practically 
certain the commutation is a simple matter; in, cases where the 
length and nature of the disability is uncertain the commutation 
must be made on the basis of an estimate. 


INSURsNCH OF THE COMPENSATION OBLIGATION 


The important element of the compensation system as far as 
the interest of cn injured workman in it is concerned is that he shall 
have his right to compensation determined with as little delay as 
possible, and then when the right to compensation has been estab- 
lished that he shall receive the payments as provided by the law. 
Inasmuch as the insurance of the obligation is an essential factor in 
affording secur.ty for the payment of compensation, the insurance 


‘adjuster, as a ~epresentative of the insurer, assumes & position of 
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much importance in the performance of this function of the system. 
When an accident has been reported to the insurer by a compensa- 
tion policyholder it is the adjuster who makes the investigation in 
order to determine whether or not the accident is covered under 
the compensation law. The report oz the adjuster and the informa- 
tion furnished by him is the basis for any ruling that the insurance 
company may be obliged to make as to the coverage of the accident. 
If there is no question as to coverage and the disability lasts beyond 
the waiting period it is the adjuster, as the representative of the 
insurer, who sees that the injured gets his compensation according 
to the law. Any medical questions that may present themselves 
are discussed with the physicians by the adjuster, and the adjuster 
frequently represents the insurer in any negotiations with the 
administrative authorities that may De necessary. In those nego- 
tiations with the authorities which are merely formal the adjuster 
may also represent the injured, and assist him in any matters in 
which there is no conflict of interest between the claimant and the 
insurer. It will be seen, therefore, that the position of the insurance 
adjuster is a vital one in the compensation system. 

The protection by insurance of the employer against the lia- 
bility imposed by the common law was extensively practiced prior 
to the adoption of the compensation system, and it may be supposed 
that the insurance of the compensation obligation is but a natural 
and logical extension of this practice of carrying insurance to protect 
against the common law obligation, but the difference in the basis 
on which the insurance of each obligation rests is radical. The 
policy which was issued to the employar to protect him against his 
common law liability was for the protection of the employer rather 
than for the security of the employe, and it was an agreement 
between the employer and the insurer, limited in its extent, in which 
the employe had no legal interest. The policy covering the com- 
pensation obligation, on the ccntrary, is issued for the benefit of 
the employe, is unlimited in its extent so that it must provide for 
the assumption of the whole compensation obligation, and the 
employe can enforce the obligation directly against the insurer. 

This difference in basic principles will account for the difference 
in the attitude of an insurance companv in adjusting a claim under 
an employer’s liability policy and one under a compensation policy. 
The liability companies have been subject to much undeserved 
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criticism for their alleged practices in adjusting liability claims, but 
a considerable proportion of this criticism has been due to a mis- 
understanding of the function of liability insurance, for it was 
assumed as a basis for the criticism that the liability policy was 
carried for the benefit of injured employes, and that an insurance 
company was attempting to evade its obligations when it failed 
to make immediate settlements. The answer to this criticism is 
that the insur2r under a liability policy accepts only the common 
law liability of the employer, and has the same right to deny lia- 
bility and cortest a claim that the employer himself has and, in ` 
addition to this, the element of the measure of damages is so in- 
definite that is is often exceedingly difficult for an injured employe 
and an employer or his insurer to agree upon any reasonable amount 
in cases where liability exists, for the demand of the injured in such 
cases is usualy far in excess of what an employer or an insurance 
. company world pay without a contest, so the only alternative is 

to leave the matter to the courts for determination. The attitude 
of an insurer under a compensation policy is that the claims which 
may come under the law will be paid with all reasonable expedition 
in order that the purpose of: the law may be carried out, and that 
claims for compensazion will not be contested unless there is some 
reasonable besis, either in law or in fact, for contest.. This is the 
spirit of compensation administration generally, and it is much to 
the credit of all administrative authorities in the United States, 
both the courts and the special administrative bodies, that, as far 
as the indemnity payments are concerned, the laws have been 
administered with an honest intent to execute their purpose, and 
in a spirit of fairness to all who are interested in their administration. 


THE PUBLIC SUPERVISION OF WORKMEN’S COMPENSA- 
TION INSURANCE! 


By E. H. Downey, 
Special Deputy, Pennsylvania Insurance Department. 


The essentially social character of workmen’s compensation 
insurance is, happily, no longer open to debate. Experience has 
shown, and informed opinion has everywhere recognized, that 
efficient insurance is indispensable to the public purposes for which 
workmen’s compensation laws are enacted. Work accident in- 
surance is thus affected with a public interest paramount to every 
private consideration, and the right and duty of the state to con- 
serve that interest, either through direct governmental agency or 
through public supervision of private insurers, will scarcely be 
denied even by the extremest advocates of private enterprise. 
Therefore, as respects those jurisdictions which allow commercial 
insurance to exploit this field, it becomes important to define the 
aims, the instrumentalities and the limitations of public supervi- 
sion. 

The objects aimed at in publi2 supervision should evidently be 
coincident with the public interests which supervision is designed to 
conserve. These interests comprise the prompt and full payment 
of accruing compensation benefits, security of deferred payments, 
equitable rates as among insurants, encouragement of accident 
prevention and the furnishing of insurance at reasonable cost.? 
These objects are sought to be atzained through the supervision of 
claim settlement, the licensing of insurance carriers, supervision of 
reserves and rate regulation. The first of these administrative 
divisions falls without.the scope of the present inquiry; it is not 
specifically & problem of insuranc3, but belongs to the general sub- 

1 This paper overlaps to a considereble extent an article on the “Organiza- 
tion of Workmen’s Compensation Insurancs’’ in The Journal of Political Economy 
for December, 1916, which article had alread; gone to press when the request for 
the present paper was received. ` 

2? For a fuller statement of the socal ends of workmen’s compensation in- 
surance see an article by the present writer in The Journal of Political Economy, 
Dee., 1916. 
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ject of workmen’s compensation administration. The remaining 
topics will be dealt with in the order named. 


TEHE LICENSING OF COMPENSATION INSURERS 


Compensation insurance, in most states, is restricted to author- 
ized insurers—a restriction which is practically enforced by penaliz- 
ing the employe? for failure to obtain authorized insurance.’ The 
objects of such cuthorization are two: to exclude unsound or irre- 
sponsible insurers and to bring every carrier of compensation in- 
surance within the jurisdiction of the particular state concerned. 
The latter purpose is effected by designating the insurance com- 
missioner as the insurer’s attorney for the service of legal processes 
and by empower-ng him to revoke the license of any insurer which 
fails to comply with statutory requirements. Licensing is thus the 
. beginning of supervision, for insurance is a business which may be 
carried on by mai_ without resident agents to punish or local property 
to seize so that, if unlicensed carriers were permitted to operate, 
there would be no practical method either of enforcing their solvency 
or of regulating their practices. But, while the states have taken 
good care to assert their jurisdiction over insurance carriers, the 
laws governing the admission of insurers are altogether too lax to 
secure financial responsibility. Stock companies, indeed, are re- 
quired to possess a certain modicum of unimpaired capital, but this 
resource need not bear any stated relation to the amount of insur- 
ance in force, nor is any part of it set aside for compensation, as 
distinguished from other, liabilities. Similarly, mutuals and inter- 
insurers must have the power to assess insurants, which takes the 
place of capital stock. Given a sufficient spread of risk, this assess- 
ment power is evidently an excellent security—few stock companies 
can show combined capital and surplus equal to one annual pre- 
mium. Unfortunately, however, most states permit the organiza- 
tion of mutual or reciprocal insurers upon an utterly insufficient 
basis. Wisconsin requires the coverage merely of 1,500 employes, 
New York of 3,009, and Pennsylvania of 5,000. The annual pre- 
mium upon 5,000 amployes in a low rated industry may not equal 
a single death benefit. T he fruit of such legislative folly is seen in 

3 Self-insurance, so called, will come within this category in thote states which 
permit an employer tc carry his own risk upon obtaining proper administrative 
authorisation. , 
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the closing out of three compensation mutuals and the more or less 
compulsory retirement of eigat stock companies within the present 
year. 

The weakness of the present licensing laws is apparently trace- 
able to the American fetich of free competition. It is felt that 
stringent requirements for the admission of insurers would hinder 
the development of new companies and give an unfair advantage to 
stronger competitors. But this is to overlook the fundamental re- 
quirements of the case. Compensation exists for the protection of 
injured workmen and their dependents. The public interest in 
furnishing this protection—an interest expressly avowed in the legal 
obligation tc insure—ought not to be prostituted to the profits of 
insurance promoters or even to the employer’s right to purchase 
insurance where he pleases. Waerever, therefore, a private in- 
surer, whether stock or mutual, is permitted to assume this public 
function, it should be required to possess a substantial volume of 
assets over and above incurred liabilities. A net surplus, not less 
in any case than five maximum death benefits nor less than 50 per 
cent of one year’s premiums, and devoted irrevocably to compensa- 
tion obligations, would seem to ke the minimum requirement con- 
sistent with security. 


RESEZVE RIQUIREMENTS 


The compensation liabilities of an insurance carrier iall into 
three readily . distinguishable categories: deferred payments on 
account of accidents which have already occurrec, payments to be 
incurred by reason of ordinary accidents during the unexpired 
portion of existing insurance contracts, and payments on account 
of a possible catastrophe. The assets held aga:nst these several 
liabilities, present or prospective, are commonly known, respectively, 
as claim-loss, unearned-premium, and catastrophe reserves. Fail- 
ure to keep in mind the very different requirements of these dis- 
tinct types of reserves is responsible for not a few of the shortcom- 
ings in current insurance law and practice. 

The importance of claim reserves is directly proportionate 
to the adequacy of compensation benefits. Any reasonably suffi- 
cient indemnity for work accidents must comprise life pensions to 
workmen who are permanently disabled and pensions for the whole 
period of dependency to the widows and orphans of those who are 
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killed in the course of employment. Since these pensions, in the 
aggregate, will greatly exceed the cost of temporary d:sabilities and 
of medical relief, much the greater part of the benefits incurred in 
any given year, under an adequate compensation law, will take the 
form of deferred payments. Even under the limitec benefit pro- 
visions of most American acts, there are numerous liabilities run- 
ning for long terms of years and thousands of families whage standard 
of life depends upon the security of future compensation payments. 
To an insurance monopoly, these deferred obligations need occasion 
no concern, for it is always in the power of a monopclistic insurer 
to meet current payments out of current assessments.4 But the 
case is quite otherwise when the law permits free choice among com- 
peting insurers. The accrued cost plan of premium essessment is 
as inapplicable tc competitive compensation insurance as to com- 
petitive life insurance, ard for a somewhat similar reason. Cur- 
rent payments or account of accidents occurring ir a given year 
are but a fraction of the ultimate liability; assesements, conse- 
quently, are low at the outset and only gradually approach their 
limit of full-reserre or incurred-cost premiums. Hence a new as- 
sessment insurer zan always deplete the membership of an older 
rival which has alceady attained a high level of accrued payments. 
In compensation insurance, therefore, just as in life insurance, there 
can be no security for the deferred obligations-of a competitive in- 
surer save by means of adequate reserves. Under competitive 
conditions, accorcingly, the maintenance of adequate reserves 
becomes the first duty of supervising authorities. 

It must be owned that this elementary task of public supervi- 
sion falls much short of fulfillment in the United States. The 
existing reserve lew, designed originally for liability insurance, 
is notoriously inad2quate for the conditions created by workmen’s 
compensation. Its fundamental defect is the basing of reserves 
upon a fixed percentage of premium income—to wit, 54 per cent of 
earned premiums, less losses and loss expenses paid. By this 

‘ The West Virginia State Fund, e.g., is technically insolvent in that its assets 
in hand do not’equal its outstanding liabilities. This fact, however, does not at 
all jeopardize the payment of claims. Payment has never been suspended and 
the deficit accumulatec from the period of inadequate rates is being gradually 
extinguished by current assessments. 

The statement in the text would, of course, not hold unless the monopoly 
possesses full assessment power and covers a substantial volume of industry. - 
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maladroit device, either inadequate rates or abnormal losses will 
infallibly produce insufficient reserves. Moreover, it is just the 
small and week companies, most in need of stringent reserve require- 
ments, that are most exposed to bota these contingencies. Weak 
companies nctoriously are addicted to rate cutting, some of them 
operating at the present moment upon rates which are below pure 
premiums, gt the same time that their expense ratio is much above 
the averaze for well-managed companies. Small companies, also, 
because of their limited risk distribution, are peculiarly liable to 
wide fluctuations of loss experience, while their very weakness 
drives them to an adverse selection of business. Inadequate re- 
serves, accordingly, characterize weak companies under the present 
law—and the worse their experience, the smaller their reserves, not 
only relat_vely but absolutely. Given a loss ratio of 100 per cent— 
a ratio by no means unheard of in actual experience—loss and loss 
expense payments will easily absorb the full legal reserve, leaving a 
large balance of uncovered liabilities. To make a bad matter worse, 
the stipulated reserve is insuficient even for a normal experience 
with adecuate rates. The present rates of leading companies are 
calculatec upon an average loss ratio of 60 per cent, with an ex- 
pense loading which includes 7 per cert of premium for claim adjust- 
ment. The reserve law assumes, in other words, that 54 cents of 
assets will discharge 67 cents of indebtedness. Lastly, there is no 
segregaticn cf compensation from totally unrelated liabilities, so 
that the security of compensation’ tenefits is bound up with the 
general sclvency of miscellaneous insurance carriers. 

The shortcomings of the present reserve law have long been 
recognized. The proper remedies have been a subject of much 
discussior by companies and superv-sing authorities which has at 
length eventuated in a bill brought forward by the appropriate 
committes of the National Convention of Insurance Commissioners. 
This bill provides, in substance, that the reserves upon compensa- 
tion policies issued more than three y2ars prior to the date of valua- 
tion shall be the present value of future payments, and the reserves 
upon policies of later years of issue shall be 65 per cent of earned 
premium, less losses and loss expenses paid, subject, however, to the 
further requirement that the reserves on policies issued more than 


5Sea Proceedings of the Joint Conference on Workmen's Compensation In- 
surance Ratss, 1215 (New York Insurance Department), p. 24. 
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two years before the date of valuation shall be at least equal to the 
present value of future payments. The merits of the bill are that it 
increases the percentage basis of reserve and that it provides for an 
actual valuation of claims under all but the last two years of ac- 
count. Its weaknesses are that it prescribes no method of indi- 
vidual claim valuaticn, that its required percertage of earned 
premium is insufficient to cover losses and loss expgnses under 
present rates with average losses, that it allows three years to elapse 
before even this level will be attained, that it makes no provision 
(except a doubtful administrative discretion) for cut rate companies 
or companies with worsa than average experience, that it permits 
the deduction of adjustment expense from compensation reserves, 
and that it fails to separate compensation from general liability 
obligations. Inasmuch as this bill is likely to be enacted in all 
compensation states and tc afford the standard of compensation 
reserves for many years to come, it seems worth while to develop 
these criticisms at some length. 

(1) There is at present no recognized standard for the valua- 
tion of compensation claims. Death benefits, indeed, when once 
the dependents are known, as algo certain enumerated permanent 
disability benefits, are of determinate 4mount. Reserves for such 
claims can be set up on the basis of known future payments, fixed 
by statute or by an award of the compensation bcard. Other in- 
juries, however, are of slow development, insomuch that their ulti- 
mate result cannot be known until the lapse of months, or even 
years from the date of accident. Reserves for this class of claims 
are set up on the basis of the claim adjuster’s personal judgment 
as to the probable future development of each case. The result, 
too often, is a systematic undervaluation. Claim adjusters are.apt 
to be optimistic by reason of their occupation—chey earn their 
salaries by minimizing claim cost. The method, moreover, pro- 
duces wide variations between different insurers in the valuation 
of similar claims, and it makes the work of an insurance department 
examiner extremely difficult, since, in case of dispute, he can oppose 
only his own judgment to the judgment of the insurer. 

(2) It needs no argument to show that 65 per cent of earned 
premiums is not equal to 67 per cent. But this is only a part of the 
difficulty. With respect to policies of the last year’s issue, the 
reserve is based, not upon actual earned premiums, but upon one- 
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half of the deposit premiums, which, upon the average, will amount 
to scarce 80 per cent of the final audited premiums. More con- 
eretely, the losses and loss expenses incurred as of December 31 
upon policies of the current year’s issue should be, upon the average, 
33.5 per cent (67 x .50) of the final audited premiums, wheras the 
legal reserve is but 26 per cent (40 x .65). Further, since adjust- 
ment costs already paid are subtracted from reserves, abnormal 
adjustment costs operate, by so much, to impair the sufficiency 
of claim reserves. A company which maintains an adjustment 
cost of 1C per cent—a figure considerably exceeded by more than 
one compensation insurance carrier *—would have net claim re- 
serves of 22 per cent of final premiims upon the current year’s 
business, and of 55 per cent upon thz business of earlier years—a 
total deficit equal to 18 per cent of one annual premium in the 
course of three years. i 

Thus far the discussion has assumed a broad distribution of 
business throughout the country, such as would justify the pre- 
sumed average loss ratio of 60 per cent. But not a few carriers are 
confined to particular states and in several of these states the rates 
are predicated upon a loss ratio higher than the average for the 
whole country—namely, 65 per cent in New York and 624 per cent 
in Massachusetts, Wisconsin and California. That 65 per cent of 
earned premiums will not pay the losses and loss expenses of carriers 
limited to these, states is beyond the pale of argument. Neither can 
it be assumed that the business of any carrier is distributed among 
the several compensation states in she same proportions as the 
ageregate business of all carriers—indeed the exact contrary is 
known to be true. Nor is the alleged reason for a flat percentage 
anything nore than specious. Compensation premiums are neces- 
sarily segregated by states and the ccmputation of reserves by the 
method of law differentials would present much less difficulty than 
the compttation of rates by the same method. 

Stil more serious than any of the deficiencies already pointed 
out is the failure to take effective account of inadequate rates or of 
worse than average loss experience. The pending bill does, indeed, 
authorize the insurance commissioner to increase the reserves of a 
company if he shall deem the same -nadequate, but it affords no 


8 Cf, Workmen’s Compensation Insurance Report of tae Industrial Commission 
of Wisconsin, 1915, Table IV, and 1916, Table IV. 
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concrete test of inadequacy and it leaves in full effect that inter- 

state comity which makes commissioners reluctant to exercise 

discretionary powers as against a company which is countenanced 

by the authorities of its home state. The pending bill thus per-" 
petuates the v-tal defect of tne existing law, in that all of its assump- 

tions look to the collective experience of well managed companies. 

The liability of insurers is not joint, but several. It is not suffi- 

cient that the aggregate reserves of all carriers shall equal their 

aggregate liabilities; resarves must be adequate for each carrier. 

(3) The three years’ grace allowed the companies in which to 
reach the new resecve level is grounded upon a singular conception 
of public supervision—she conception, namely, thai the main office 
of insurance ceparitments is to conserve the interests of insurance 
carriers. Viewed in the light of obvious public interests, it would 
seem elementary that an insurer which has not sufficient assets 
to meet its incurred liabilities should be compelled to increase its 
resources or ratire from business. 

(4) Last, and by no means least, among the many setts 
comings of the pending bill is its failure to set aside any explicit 
fund for the payment of compensation benefits. The great bulk 
of workmen’s compensation premiums, aside from exclusive state 
_ funds, are written by casualty companies engaged in boiler, fy- 
wheel, elevator, automobile, personal accident and general ‘lia- 
bility insurance. Many compensation insurers derive much more 
than half of their premiums from these miscellaneous lines, so that 
their ability to discharge compensation obligations is inextricably 
bound up with tneir general liability experience. Yet general 
liability premcums are nowhere regulated, nor ara liability reserves 
subject to any suck definite control in the way of claim valuation as 
may be applisd tc compensation reserves. The two branches of 
insurance hav2 nothing in common save that, by an historical acci- 
dent, both happen to be carried by the same insurers. Liability 
insurance bears less of a public character than almost any other 
branch of urderwriting; compensation insurance owes its very 
being to an act of legislation, it exists solely for the performance of a 
public functicn and its carriers stand in fiduciary relationship to 
thousands of beneficiaries wno are not parties to the insurance con- 
tract, and whe hav: no voice in tre selection of their insurers. That 
the rights of these beneficiaries should be jeopardized, and the very 


Worxmen’s COMPENSATION INSURANCH 305 


“purpose of compensation laws defeased, by poor underwriting in 
some totally unrelated field of insurance enterprise is altogether 
intolerable. 

A somewhat singular reply to certain of the criticisms leveled 
against the panding bill is that it recuires an excessive reserve for 
unearned premiums which excess tends to offset the deficit in claim 
reserves. This alleged surplus derives from two sources: (a) 
acquisition cost (normally 174 per cent) which has already been 
paid upon the waole deposit premium. and (b) excess éollections on 
pay-roll audits, which may be taken on the average at 20 per cent of 
final, or 25 per cent of deposit, premiums. Stated arithmetically, 
67 per cent of actual unearned prem:ums, or 33.5 per cent of the 
final premiums for the current year, should suffice to meet losses and 
loss expenses to be incurred during the unexpired portion of exist- 
ing policy contracts, whereas the legal reserve is one half of the 
premiums in force (say 40 per cent of final premiums for the year). 
Taking into consideration the normal premium increases on pay- 
roll audits, less acquisition cost thereon, the unearned premium 
reserve may yield a substantial margin over claim and claim expense 
requirements for unexpired policy terms. This possible margin, 
however, is very far from providing reliable assets for the payment 
of claims. If the company continues in business it will incur, 
against unearned premiums, many expenses aside from acquisition 
and claim adjustment; if it is wound up, the cost of a receivership is 
no light matter. Prospective premium increases, in particular, are 
wholly problematical; in any given cas3 there may be, instead, a net 
final return to policyholders. The utmost that can be hoped from 
this resource is an offset to the underestimate of earned premiums 
for the current year. This would leave a net surplus in the un- 
earned premium reserve equal to ‘the acquisition cost thereon— 
certainly not an excessive margin to caver the contingencies of rein- 
surance or of closing out. 

The third division of compensation reserves—provision against 
catastrophe loss—is strangely ignored by the present laws. Most 
compensation insurers do carry excess insurance, either in London 
Lloyds or in & pool of stock companies. So far as legal require- 
ments go, however, a mutual with $25,000 of premium income, or a 
stock company with $200,000 of capital and surplus, may assume 
unlimited liability upon any risk whatever. 
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It is not to be inferred from the foregoing strictures upon’ 
present and proposad reserve laws that a majority of compensation . 
insurers are fast approaching bankruptcy. On the contrary, 
most of the large companies, both stock and mutual, are thoroughly 
sound and world continue to be ss in the absence of any legal restric- 
tions whatsoever. The point to be emphasized is that the sound- 
ness of these companies is due to the business policy of their mav- 
agement, and not at all to state supervision. That other carriers 
are not so fortunately situated is sufficiently indicated by the num- 
ber of enforced withdrawals within the past three vears. Nor is it 
necessary to wait for disastrous failures before taking effective 
means to prevent them. Having regard to the peculiarly public 
functions of compensation insurance, and to the fiduciary character 
with which the state itself has vested compensation insurers, the 
state should see to it that compensation claims can not be jeopard- 
ized by any fsilure of integrity or of business foresight on the part 
of insurance management, On avery ground of sosial policy, com- 
pensation benefits shculd be surrounded by safeguards at least as 
effective as those which hedge about savings deposi-s, trust funds or 
life insurance policies. 

If the foregoing analysis is at all correct, the laws relating to 
workmen’s campensation reserves should be amended in the fol- 
lowing particulars: ° 

(1) Reserves of indubitable adequacy to meet all incurred 
claims should. be set aside as a trust fund, invested in designated 
classes of high grade securities and held solely for the payment of 
compensation benefits. Claims arising under all policies save the 
last year’s issue should be valued upon the basis of a standard table 
to be prescribed by tae National Convention of Insurance Com- 
missioners, with the further proviso that reserves for the last three 
years of issue should at least equal the calculated normal loss ratio 
for each state,’ less campensation benefits actually paid. To the 
reserves so produced should be added at least 10 per cent to cover 
future adjustment cost. All this is in addition to the unearned 
premium reserve which probably should be maintained at the full 
amount as a further precaution. 


1 I.e., from 574 to 65 par cent of earned premiums, according to the law differ- 
ential. With respect to ocr-ent policies, earned premiums should be ascertained 
by a monthly computatioa. 
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The valuation table above spoken of would comprise three ele- 
ments: (a) claims for known amoun;s, a3 accrued benefits, medical 
bills received, and the like, which shculd be taken at the face value; 
(b) claims for ascertained degrees o? dependence or disability, in- 
cluding death benefits to known dependents and permanent disa- 
bility benefits fixed by statute or award, all of which should be 
valued on the basis of mortality and interest; and (c) claims for 
injuries of ‘umascertained gravity. Here would fall all that large 
class of long cortinuing disabilities waich ultimately result in death 
or permanent disability, but whose permanence has not been as- 
certained at the date of valuation, as also claims not yet reported 
and all undetermined notices of recent date. All liabilities within 
this category should apparently be valued upon the basis of a 
standard distribution of accidents by ultimate nature of injury and 
extent of disability, similar to the wel-kcown Rubinow table, only 
carried out with reference to the degree of maturity at the date of 
valuation. Thus, e.g., the table should show the ultimate develop- 
ment of accidents arising under policies of each of the last three 
years of issue and still indeterminate (as to degree of dependence 
or extent of disability) at the date of valuation; or it might be con- 
structed to show the ultimate average severity of injuries distrib- 
uted by elapsed time from the date of accident. In either event, 
such a table would furnish a far more trustworthy, uniform and 

2 Tables in the iast mentioned form (though constructed upon very unsatis- 
factory data) have been promulgated by the New York and Pennsylvania In- 
surance Departments. 

The table tentatively suggested in the text miglit take the following form: 


DISTRIBUTION oF 10,000 ACCMENTS ARISING UNDIR PoLicres oF BACH YEAR'S 
Issam AND STILL INDETERMINATE DECEMBER 31, 1920 


Ultimate result | 1920| 1919 | 1918 | 1917 | 1916 | 1915 | 1914 | 1913 | 1912 
| ‘ 








Death 


Permanent total disability 





Permanent partial disability of 
each specified degree 





Temporary disability of each speci- 
fied duration 
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verifiable basis of reserves ikan can ever be obtainad by the hap- 
hazard methods of judgmert estimates. Fortunately, the National 
Convention of Insurance Commissioners has already taken steps 
looking to the preparation of a standard valuation table to be 
derived from data compiled by leading insurance carriers.° The 
immediate object in view isa more uniform estimate of outstandings 
for classification of pure premium experience, but the same methods 
can obviously be applied tc reserve computations. 

(2) Capital or surplus equal to at least 50 per cent of the an- 
. nual compensation premiums, but in no case less than $50,000, 
securely invested and assigned exclusively to compensation lia- 
bility, should be a condition precedent to the writing of compensa- 
tion insurance. 

(3) Sound excess insurance, equal to the maximum catastrophe 
liability of the carrier invealved, should be required of every com- 
pensation insurer. 


Reres REGULATION 


Rate control dears uzcn the security of future compensation 
benefits, in that rate cuttiag is the royal road to bankruptcy. Os- 
tensibly, inde2d, the safeguarding of beneficiartes is a chief end of 
adequate rate legislation. Very little analysis, however, will suffice 
to show that this object 3s mostly specious. The maintenance of 
adequate rates for compersation insurance in a single state will not 
serve to prevent ruinous rat2 cutting in other states or in other lines 
of insurance, nor will it prevent the dissipation of assets through ex- 
travagant management, pco? selection of risks or unwise investments. 
A proper reserve Jaw will absolutely protect the interests of bene- 
ficiaries, irrespective of rates, whereas an adequate rate law, at best, 
is but an indirect and ineffectual means to that end. The effective 
motive of rate regulation, then, is to be sought in the desire to pro- 
mote fair dealing as among insured and fair competition as among 
insurers. 

Rate regulation in the interest of insurants springs directly 
from the public characte> of compensation insurance. Indemnity 
for work accidents being a burden imposed by law, the state is 
morally bound to see to it that the burden is neither excessive in 


*Mr. H: E. Ryen; of the New York Insurance Department, was a prime 
mover in this proposal. 
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proportion to benefits, nor unfairly distributed. What constitutes 
a reasonable insurance cost or an equitable distribution thereof will 
depend, of course, upon current econcmic-juridical conceptions, 
for there can be no absolute criterion of either reasonableness or 
equity. So far as prevalent: opinion may be said to have decided 
these points, a reasonable rate, under competitive conditions, is 
one which will cover both the benefits to be paid and the expenses of 
insurance management as ordinarily conducted, while an equitable 
rate under a given scale of benefits and given expenses of manage- 
ment is & rate proportionate to the accident hazard of the particu- 
lar risk insured. The maintenance of rates which will meet these 
tests would seem to be the most appropriate object of public rate 
supervision. 

Curiously enough, however, rete regulation, in practice, is 
mainly directed to the protection cf insurers against each other. 
So far as can be gathered, both from the laws themselves and from 
the spirit in which they are administered, the demand for rate 
supervision in this sense derives from a characteristic American 
prejudice in favor of competitive enterprise. Most of the states, 
in providing indemnity for work acc:dents, avoided anything like a 
comprehensive organization of accident insurance. Instead, they 
have deliberately encouraged a multiplicity of competing insurers— 
stock, mutual and state—trusting, apparently, that competitive 
selection will ultimately determine the form of insurance organiza- 
tion best adapted to this particular field. It is evident, however, 
that unrestricted competition betwe2n insurers of very unequal re- 
sources might well result in substantial monopoly by a few strong 
companies—a monopoly based, not upon economy or efficiency, 
but uvon the financial ability to survive a prolonged period of 
deficient rates and ruinous selling costs. Hence, in order to preserve 
the competitive principle, it has been thought necessary to impose 
restraints upon its free exercise, both by prohibiting discriminatory 
rate cutting and by requiring the maintenance of adequate rates. 
At first blush a law which denounces insufficient, rather than ex- 
cessive rates, is the very antithesis of the familiar anti-trust legis- 
lation. Yet in actual purpose, and in underlying preconceptions, 
the two sets of statutes are closely analagous. 

The extreme reach of rate regulation, as hitherto applied to 
workmen’s compensation insurance in this country, is marked by 
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the adequate rate laws of Maine, Massachusetts, Nəw York, Penn- 
sylvania, Maryland, Kentucky, Colorado and California. Only 
one of these acts (Kentucky’s) prohibits unreasonsble rates; none 
of them contains any definision of adequacy or any 2xplicit require- 
ment that the rates of diferent insurers shall be uniform, while 
some even neglect to forbid unfair discrimination among insured. 
Legally, therefore, each insurer is free to devise such clgssifications, 
rules, rates anc merit rating as may seem good to it, subject to the 
single proviso that it shall aot charge less than the rates approved 
by the supervising authority ss adequate for suchinsurer.!° Strictly 
interpreted, th:s latter phrase would seem to require different rates 
for different cacriers, for it B well known that both loss and expense 
ratios vary wicely es amonz insurers. Administratively, however, 
adequate rates have everywhere been held to mean rates sufficient 
to cover the av2rage purs premium upon each classif.cation plus the 
average expense razio cf well-managed stock companies, without 
other allowance for profit than the investment incom=> from reserves. 
In practice, actordingly, only one set of classifications, rules and 
rates, and only one plan of merit rating, has been approved in each 
adequate rate state." £o far as the adequate rate laws, thus inter- 
preted, are effectually enforced, the premium charge on any given 
risk is uniform for all insurers. - The sole officially countenanced 
exception to this uniformity is that participating carriers are per- 
mitted to return, as dividends to policyholders, whatever they are 
able to save in either losses o- expenses. Nominally, indeed, except 
in’ Kentucky, any insurer may charge more than the approved 
rates, provided it does so without unfair discrimination, but prac- 
tically nothing >f the sort is either feasible or attempted. Not only 


10 Kentucky requires that rates shall be reasonable as well a3 adequate. 

In Massachusetts and Penrsylvania certain mutuals are ~equired to charge 
more than the approved basis ra-es in view of their high dividend policy. The 
Pennsylvania Stats Workmen's Insurance Fund is permitted to charge 10 per 
- cent less than the rates approved for other insurers on the ground that ita ex- 
penses of management are paid by the state. 

8 This exceptDn is entirely consonant with the theory of adequate rate laws 
as above explainec. The laws seek, among other things, to maintain fair com- 
petition between different types cf insurance management, each offering its own 
peculiar advantages for the selestien of insurants. A principal edvantage claimed 
for mutual insurarce is ita lower scst, to offset which stock eccmpaniea claim to 
furnish a superior Cegree of proteccian and of service. 
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does the legal minimum thus become the actual maximum; the en- 
forcement of uniformity, in the presence of mutual competition, 
tends to keep rates at the lowest level consistent with stock company 
management. 

The maintenance of uniform rates is evidently a far more 
difficult undertaking than the maintenance of adequate reserves. 
The latter involves no more than the valuation of claims and the 
scrutiny of investments. The former touches every incident of 
underwriting: the construction of c_assifications and their applica- 
tion to individual risks, the calculation of pure premiums and ex- 
pense loadings, policy forms, the application of merit rating, even 
the audit of pay rolls and the actual collection of premiums. Uni- 
formity must extend even to the least cf these matters, because 
premium income can be as easily impaired by misclassification, 
excess coverage, fictitious “merit” credizs, or understatement of 
pay roll, as by direct rate cutting. Nor is it sufficient to lay down 
uniform rules of underwriting; these rules must be actually carried 
out in respect of every policy underwritten. Rate supervision, in 
short, involves both rate making ard rate enforcement: on the one 
hand, the elaboration of a detailed, uniform code of classifications, 
rules, rates and merit rating charges or credits; on the other hand, 
day by day okservance of the application of this code to the under- 
writing of individual risks. 

Manifestly, rate supervision ir this comprehensive sense can- 
not be effected without elaborate administrative machinery. It is 
necessary, in the first place, to base rate approval upon adequate and 
disinterested information. Rate making is only to a limited extent 
a matter of mathematical computation. The very classifications 
for which rates are to be computed, the exzent to which given statis- 
tical experience can be taken as typizal or has been affected by errors 
of sampling, the effect of merit rating upon accident frequency and 
severity, the allowance to be made ior varying effectiveness of 
claim supervision in different jurisdictions, even the accuracy of 
reported expense ratios, are all sukjects for the exercise of trained 
judgment—subjects, too, as to which informed opinions will differ 
and the proposals of insurers be biased by competitive interest. 
Nor can these difficulties be disposed of once for all. Conditions 

.are ever changing and the great code of classifications, rules and 
rates must be periodically revisec to meet the exigencies of the 
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business. Rate approval, then, demands adequate, continuous 
machinery for the furnishing of information and advice. Similar 
machinery, in the second placa, is no less necessary for rate enforce- 
ment. Reliance upon individual complaints of violations is alto- 
gether futile, for the same resson that the like judicial process has 
failed in every attempt to regulate intricate business, activities. 
Complaints are rarely made because insurance agents who have 
knowledge of departures from. approved rates usually are unwilling 
to risk the enmity of prospective insurants—it is simpler and more 
effective to secure a like competitive concession from the home 
office. Even in the rare instances of formal comp-aint, proof of 
deliberate violation is always difficult and often impossible. Com- 
petitive rate cutting most often takes some indirect form: a mis- 
classification which car be represented as an honest error of judg- 
ment, an excessive merit rating discount which may ba resolved into 
a difference of opinion, cr an auditor’s oversight in the matter of 
expended pay roll. At kest tae proceedings can ba spun out until 
the full competitive advantage of the illegal practice has beén 
reaped; at worst, they result in nothing more severe than the can- 
cellation of the particular policy involved. 

Competitive underwriting in fact, like other competitive selling 
in scattered and unorganized markets, tends inevitably to wide 
deviations from a common price level. Where tens of thousands 
of employers are being sol-cited by thousands of agents, representing 
thirty or forty insurers. each interpreting classifications, rules and 
rates in its own way and applying merit rating through its own staff, 
no approximation to uniformity can be attained. The temptation 
on the part of a commission agent to obtain business by rate cutting 
is one which human nasure is ill fitted to withstand, and the com- 
panies are much too dependent upon their agency connections to 
exercise effective restraint. Merit rating, indeed, is usually taken 
out of the agent’s hands, but so long as it remains in ths hands of the 
insuring company, the bias of competitive interest cannot be es- 
caped. To permit company classification and rating of risks, then, 
is to make rate regulation nugatory. 

Just in proportion, therefore, that rate supervision has been 
made effective, both rate making and the detailed application of 
rates to risks have been removed from the contrcl of individual 
insurers. At the same time, it has not been thought either expedi- 


g 


WORKMEN’S COMPENSATION INSURANCE 313 


ent or necessary to vest these vital functions directly in the supervis- 
ing authority. Such a course would require a government organi- 
zation as flexible, as well-informed and as ubiquitous zs the business 
to be supervised, and it would substitute the judgment and initia- 
tive of government officials for the judgment and initiative of 
insurance carriers. Rather than adopt tbis extreme measure, it 
has seemed the part of wisdom to utilize the extant machinery and 
information of the carriers themselves, so coördinated as to remove 
the warping effects of competitive interest. Altogether the most 
effective instrumentality hitherto devised for this purpose is the 
representative rating bureau, made up of all compensation insurers 
operating within the state, and empowered, subject to the approval 
of the supervising authority, to formulate risk classifications, rules, 
basis (or class) rates, and merit rating plans, to assign individual 
risks to existing or special classifications, to apply merit rating 
through inspection or otherwise, and to scrutinize the underwriting 
of all risks by means of a policy “stamping office.” Bureaus 
upon this general plan, though with many variations of detail, have 
been established in New York,“ Massachusetts, California, Penn- 
sylvania and Colorado." Experience of their actual working has 
been too brief to afford a decisive tesz,” and there is even some 
question of their full legality,!® but their a priori advantages are so 

8 The “Stamping Office” receives, examines and approves or disapproves a 
duplicate of every policy declaration. This practice was first established by the 
Industrial Commission of Wisconsin under tha anti-discrimmation law of 1918, 
and has since been adopted by the rating bureaus of California, Colorado and 
Pennsylvania, 

H The order is chronological. 

1 The Massachusetts Bureau accepts company inspections, subject to such . 
verification as may be required. 

18 The Colorado Bureau is in a state of suspended animation, pending deter- 
mination of its legal status. 

17 The oldest state bureau, the Compensation Inspectior Rating Board of 
New York, dates from midsummer, 1914. 

13 A rate meintenance association might have been held illegal at common law 
or under anti-trust statutes, but all questions on this head are set at rest by the 
adequate rate laws, provided these are valid. 

The points of attack (fathered especially by the Travelers Insurance Com- 
pany) upon state compensation rating bureaus are the right of a public official to 
delegate supervising authority to an unofficial association, and the ability to make 
the approval of rates or of merit rating conditional upon application by such an 
association. In reply it is argued that no supervising authority is delegated to the 
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great that they promise to become a permanent feature of rate 
regulation.” A represertative rating bureau, just because it com- 
prises every type of insurer, vill ordinarily te impartial as between 
stock end mutual interests,?° at the same time that it may fairly be 
said ta embody the collective wisdom of the business. Whence it 
is at once the most potent agency at the disposal of the government ` 
for giving effect to -ate regulation, and almost the sole source of 
advice which is both competent and disinterested. For*the routine 
work ol rating individual risks in accordance with the existing code, 
the bureau supplies a trained and impartial staff, while it brings to 
bear the collective views of rival insurers upon all those questions 
which involve the exercise of discretionary judgment or the compro- 
mise of opposing intereste. 

When all is said, aowever, rate making transcends the limits of 
any state. Notwithstanding “many local variations, there is a 
striking similarity cf industrial technique, and consequently of 
industrial hazards as well, throughout widely separated territories. 
By the 3ame token, the problems o7 industry classification, of classi- 
fication rules and of schedule rating—to say nothing of statistical 
and actuarial methods—are common to the whole country. To 
which it must be added that no state has £ sufficient volume of 
exposur2 for dependeble rate making in every classification or is 
wholly independent of the exp2rience of other states in more than 
a very few classificaticns. Out of these conditions arises the need 
for a supra-organization 70 co3rdinate the astivities of territorial 
rating bureaus. This need has been in part supplied by joint stand- 
bureau since all its acts are subject to supervision to the same extent as the like 
acts of incividual insurers, end that the supervising authority may properly make 
his approval of rates conditions: upon their application by an impartial agency— 
else his approval were a farce. Thess questions have rot been judicially deter- 
mined. 
19 Local branches of tha National Compensation Service Bureau have been 
recognized. as official rating bureaus, fcr the purposes of merit rating, in Kentucky 
and Maryiand, The parent bocy is a voluntary associazion of some twenty stock 
companies, but these local braaches have been opened to non-members, even 
including mutuals. The great weakress of this plan is that it vests the rate- 
making function in a single groyp of competitors. : 

20 In the Pennsylvania Bureau the Insurance Department has a casting vote 
in case of a tie in every commit-ee. Durirg the first year’s experience, notwith- 
standing tre great number cf controversial subjects passed upon, this power was 
exercised on only two occasions, : 
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ing committees. representative of the several state bureaus and of 
the various types of insurers among their constituents." The 
federative organization so constituted is as yet somewhat inverte- 
brate, but it has at least effected a large measure of uniformity in 
manual rules and classifications, in the structure of schedule rating 
and even in the basic pure premiums from which state rates are 
derived. 

Rating’ bureaus, state or inter-state, ve they ever so efficient 
for their purposes, will not obviate the need for independent knowl- 
edge on the part of supervising authorities. The questions to be 
passed upon involve something more than the maintenance of fair 
competition among insurers; they extend as well to that equitable 
distribution of work accident cost with which the state is more im- 
mediately concerned. The ends of equity are not served by the 
mere uniform application of rates, unless these latter are reasonably 
proportionate to the industrial hazards involved. Neither can 
such proportionality be lightly assumed oi classifications and rates 
evolved by compromise between competing insurers. To assure 
the results professedly sought, the whole system of insurance 
classifications, rates and merit rating should be subjected to rigorous 
analysis in the light of all available information. Characteristically 
enough, however, no state which has undertaken to supervise com- 
pensation insurance has seen fit to provide facilities at all com- 
mensurate with the responsibilities assumed. The actual work of 
supervision falls, in every instance, upon a subordinate appointee 
and a handful of clerical assistants, unprovided with technical 
advisers and without either means or leisure for independent re- 
search. It has not been possible, in any of the adequate rate juris- 

` dictions, to compile accident statistics in sorrelation with insurance 
classifications and exposed pay rolls, to say nothing of such analyses 
as would serve to throw light upon the validity of the classifications 
themselves or the reasonableness of merit rating daviations from 
basis rates. Yet the raw materials for such statistics, in the shape 
of accident and pay-roll reports to public authorities, exist in every 
"The Standing Committee on Compensation Insurance Rates comprises 
three stock companies, two mutuals, a (competinz) state fund, and an insurance 
department. The Standing Committee on Schedule Rating is similarly consti- 
tuted. Both these committees meet monthly and to them are raferred all manual 


or schedule rating amendments proposed by the constituent bureaus, though the 
findings of the Standing Committee are not binding until ratified by the bureaus. 


t 


316 Tos Aunane cr THE Ammercan ACADIMY 


one of these jurisdictions. The failure to make the necessary 
correlation—e, failure attributable as much to divided authority as 
to insufficient appropriations—is a striking instance of systematic 
ineptitude. ` 

The argument thus far goes to show that effective supervision 
of compensation irsurance rates imposes far-reaching restraints 
upon competition. Neither rate making nor tke application of 
rates to individual risks, neither policy forms nor uhderwriting 
rules, not even zhe amount cf commissions to be paid for the acquisi- 
tion of business, is left to tae discretion of individual insurers. It 
only remains tc point out that competition so straitened and bound 
loses many of chose attributes which admirers of the competitive 
system have always ascribed to it. When uniform rates are pre- 
scribed by government and uniform underwriting is enforced by a 
rating bureau, there is little scope for competitive selection of busi- 
ness and less for that competitive adjustment of price to minimum 
cost of service whick the clessical economists so fondly expounded. 
Competitive selaction of business is handicapped by the prohibition 
of discretionary rate cutting upon preferred risks and the competi- 
tive advantage of economic management (as respects stock com- 
panies) is taken away by the incorporation in basis rates of a uni- 
form expense Icading. Even the flexibility which is claimed as a 
chief advantage of private insurance disappears under rigorous 
regulation. Quick adaption to changed conditions‘ is impossible 
when every marual change has to be worked out by representative 
committees and assented to by supervising authorities. Competi- 
tion under such conditions tends prevailingly to take the form of 
salesmanship, more or less disguised as “service.”? Economic waste, 
indeed, is the only characteristic of competitive insurance that is’ 
untouched by rezulation. 

= Jt is not deni2d, of course, that there is competition in real, as well as fic- 
titious, service. 
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ADVERTISING AND SALESMANSHIP 


Avama, Hanif Foster. Advertising and Its Mental Laws. Pp. xi, 333. Price, 
$1.50. New York: The Macmillan Company 1916. 


Three distinct types of books relative to the field of advertising have already 
appeared: those which relate to problems of advertising, those which tend toward 
an emphasis of the economic problems involved in advertising, and a combination 
of the two, Professor Adams’ book would be classified among the first, or a book 
which mors nearly conforms to the psychological interpretation of advertising. 
It presente in simple language the basic facta and principles of psychology 
which are ralated to advertising and points out the applications of the principles; 
it reduces the complexity of the printed advertisements to its elements and shows 
with mathematical exactness the effect of the various elements; and it compares 
results of experiments which have been carried on in the laboratory with the re- 
sults of actual advertising campaigns. This bock could be used admirably in 
conjunction wizh a general course in advertising, Dut only in a supplementary 
way, as it Coes not unify the entire subject of advertising, including the economic 
problems involved, but merely emphasizes a quantitative analysis of the 
psychology of advertising. Professor Adams’ work, however, will be used con- 
tinually in eonnect:on with the rapidly developing teaching field of advertising. 

H. W. H. 


s 


Barsco, Nceris A. Fundamentals of Salesmanship. Pp. xiv, 322. Price, $1.50. 
New York: D. Appleton and Company, 1916. 


This book sueceeds in presenting simply and effectively the psychological 
phases invo-ved in training successful salespeople, and the relatiorship between the 
manager ard the sales force. The human element is emphasized throughout and 
involves a clear exposition of the factors necessary to be considered in developing 
the right k.nd of personality in connection with selling. The general criticism 
from a teaching point of view would be regarding the arrangement of the various 
chapters of the text, for if the principles discussed are not presented in a way 80 a8 
to unfold themssives in the consciousness of the student a large part of the effort 
has been wasted. 

The book emphasizes two phases of thought; first, the training of the 
individual to mee+ the responsibilities of salesmenship, and second, an em- 
phasis of the system of which the individual finds himself a part and which in- 
volves objective factors relating to his life; as, for instance, the element of fatigue 
in connestion with the demonstration of problems in selling, welfare work, special 
training, eto 
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Because of ite simplicity and directness, this book should find some place in 
our general schoo. system. Busness managers also can most profitably use it. 
; H. W. H. 


Suerpow, Benza. Making Type Work. Pp. 129. Price, $1.25. New 
York: The Sentury Company, 1916. 


This text is an admirable ona to be used in conjunction wich a general course 
in advertising. The aithor has been exceedingly practical in presenting his 
analysis of what constitutes type which is easily read. Moreover, the general dis- 
cussion shows psyzhology at wor= in the choice of such type as will command at- 
tention, shift the emphesis of attantion, produce emphasis through contrast, and 
overcome the morotony of emphzsis. The all-important subject of subheads and 
sideheads is admi-ably analysed, and examples excellently selected showing the 
psychology of getsing just the kind of attention whichis needed. A discussion of 
the careful distribution of white space, what constitutes crowded copy, and the 
necessity for a same regard of th= appropriate type faces are among the subjects 
which indicate ths intense analysis which is given to attention as related in the 
general make-up of advertising. For one who is involved in a discussion of the 
problem of attention in advertisirg, this text will serve a most convenient purpose 
in giving to the studert, in practical form, the psychological factors involved, 
The illustrations comparing diffe-ent possible effects are comprehensive and con- 
vincing. 

H. W. H. 


BANKING, INVESTMENTS AND FINANCE 


Rosins, Kamas N. The Fam Mortgage Handbook. Pp. xiii, 241. Price, 
$1.25. New York: Doubleday, Page and Company, 1916. 


The purpose of this book is zo bring farm mortgage barking to favorable st- 
tention by describing the methcis and practices employed by the most reliable 
farm mortgage bankers. The aathor defines farm mortgage bankers as “ corpo- 
rations, firms or individuals whica negotiate farm mortgages with their own funds, 
and resell them in completed fam to investors.” It is tae farm mortgage as 
standardized by these companies that is considered in the handbook. What the 
standardization of such mortgages involves is indicated by a terse statement in 
the foreword by Dr. T. N. Carver as follows: “Standardizing a business consists 
merely in holding all compatitore up to the best methods of the best competitors.” 

One error may beroted. ‘The author quotes average farm mortgage interest 
rates published br the Department of Agriculture (Department Bulletin No. 384) 
and in commenting on’ these ratas (page 34) he assumes that the averages have 
been made without reference to “he volume of business done at each of the actual 
rates raported, waich is not the case, : 

While the bcok is intended *‘principally for investors who would thoroughly 
familiarize themsalves with this form of investment” it should be of value to all 
persons interested in farm cred_ts. 

C.W.T. 
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FOREIGN Trapp AND COMMERCIAL GEOGRAPHY 


Wrox, Earrsy N. Tropical Agriculture. Pp. xviii, 373. Price, $2.50. New 
York: D. Appleton and Company, 1916. 


Agricultural products annually imported into the United States from the tropics 
have a value of over $600,000,000,—a third of all of the imports of this country. 
Most of us do not realize that “the humblest table bears food products from -- 
Brazil, Cuba, India, Java, Malacca Islands, Tahiti, Mauritius, Gold Coasts, 
Jamaica, Hawaii, Porto Rico and other parts of the tropics.” The author has 
had in mind the general reader in writing this work, not the farmer of the 
tropics. 

Little has been written in the past in this country of tropical agriculture, 
largely perhaps on account of havirg no direc: interest in those countries. The 
possession, however, of the Philippines, Porto Rico, Hawaii, American Simoa, 
Guam and the Panama Canal Zone have attracted attention to the tropical 
problems by American economists and men of commerce, The public school as 
well as the college student should be interested to read it now. 

Although the author has had for his purpose in writing this book the ides of 
impressing the rader with the great opportunities of the tropics still he has been 
very fair, and he will probably not succeed in convincing the reader that he would 
do well to cast his lot for a hvelihood as a small farmer in the tropics. 

He is especially clear in discussing economic conditions not to overestimate the 
opportunities for the small farmer but shows that it is the large owner who reaps 
his profit from low-priced labor or the middle man who has mada great profits. 
The problem of the tropics is first to establish defirite and economically sound 
policies. Under the present system of managing of the tropieg the opportunity 
now is only for the capitalist, the agricultural expert, or the man of commerce. 
Thus far he says “a system of managing the tropics has merely developed a feudal 
system for the exploitation of land and of cheep labor.” z 

In discussing the climate he speaks of thə many advantages but does not 
fail to speak of the disadvantages. Conditions have changed and the precautions 
taken of sanitation make it no longer dangerous to go to the tropical cities. There 
are almost none of she discomforts of our climate yet he says: “It still remains 
doubtful whether the tropics are well adapted for the permanent residence of the 
white man.” 

Climate, soil, agricultural methods, live stock and economic conditions are 
briefly discussed. ‘The larger part of the volurne deals with a description of the 
nature, source ard commercial importance of abou’ 350 tropical products, includ- 
ing sugar cane, nuts, fruits, starchy foods, tobacco, fiber plants, rubber, gum, 
drugs, tans, dyes, spices, flavorings, perfumes, o-ls, timber and woods. Several of 
these are not now commercially important but could ba developed. The appendix, 
with reviews of the literature related to the subject and a full bibliography of the 
periodicals, from all parts of the world are especially good. 

Cari W. Larson, 

Columbia University, 
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Wooprorrr, Josera F. and Santa, Hanow H., (Ed.). The Rubber Industry of 
the Amazon. Pp. xviii, 485. Price, 21 s. London: John Bale Sons and 
Danielsson, Ltd. 


The big problem af the ecoromic development of the Amazon Valley is dis- 
cussed by Mr. Woodro£e wko Las spent many years in this region, and edited, 
with the addition of scne chapters, by Mr. H. H. Smith, editor of the London 
publication Tropical Lije. The combination of authorship has given us a book 
filled with interesting d2zcriptions of present conditions in Amezonia and thought- 
provoking suggestions a3 to the future. i 

While several chapters ars descriptive of the rubber industry asit is conducted 
today, the main object cf the book is to show “how the supremacy of the rubber 
industry of the Amazon can be maintained and consolidated, in spite of the in- 
creasing seriousness of tae competition to which it has lately been subjected by 
the plantation rubber now produced in the East.” Briefly stated, the editor’s 
thesis runs somewhat as follows: Brazil has long faced a serious financial’ crisis, 
and this is made especially acute by the decline in rubber prices under Far Eastern 
competition. English investors, with £350,000,000 placed in Brazil, should be 
interested in putting the country on a sound basis. This can be accomplished by 
developing the great resources of the Amazon Valley. To do this, rubber can 
be developed fully only by making it a subsidiary industry to agriculture and 
other industries capable of development. This larger development can only be 
brought about by increasing the labor population in order to drain and cultivate 
the agricultural land and to maks accessible the large untouched areas containing 
rubber trees. This regeneration “cannot be brought abou; by the Brazilians ' 
alone, especially by th bulk of zhose who are directly responsible for the output 
of rubber from the foresss, It a‘ways will and must be an international question, 

, divided between the large consumers of rubber and those countries having the 
heaviest financial stake in the republic.” 

Unquestionably 23 solution of the labor supply question holds the key to 
the development of tha Amazon. Several chapters of the bcok are devoted to a 
discussion of this problem. The population question the authors would settle by 
colonization from Japan, China and other Far Eastern courtries, and by amal- 
gamations of these races with tke natives. In this connection the book contains 
several unwarranted assumptions; for example, that Orian-al immigrants into 
sparsely populated Brazil would practice the same agricultural methods as in the 
crowded Orient; that they world or could flourish as small proprietors in the 
Amazon wilderness; tet they would amalgamate with the natives; that both the 
Japanese and Brazilian governments would consent to such a scheme of coloniza- 
tion. If the breeding of human beings were as easily controlled as is the breeding 
of cattle, we might accept Mr. Smith’s statement (p. 8) that the native Indians 
would “interbreed with the Asiatics, and between them develop a mixed race 
possessing the hardiness of the Indian with the stolidness, stability of character, 
and business capacity cf the Asatic.”” Most readers will agree with the authors 
that the solving of the labor question would largely solve the future of Amazonia; 
many will disagree tha; the solution is as easy as the book indicates. 

The fresh and vivid account of the rubber industry emphasizes the great 
need of developing supply and other crops along with rubber, if the Amazonian 
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region is to compete with the Far East. The suggestions of the authors as to the 
future are stimulating, but many will regard their conclusions as over-optimistic. 
The clearing and draining o7 land, the overcoming of insect pests, the development 
of certain industries like lumbering, are mad= to seem more promising than the 
facts will warrant In the final chapter, the editor lays at the door of the Monroe 
Doctrine part of the blame for the present lacl: of development of the Amazon, and 
thinks that the flow of European capital into Brazil will be lessened as long as the 
feeling exists that the Monroe Doctnne prevents European nations from giving 
full protection to European capital. 

The book jg, unfortunately, badly organized. There are many repetitions, 
the same topics are discussed in several separated chapters, and a poor index 
makes it difficult to dig out the all new and valuable information the book contains 
on many topics. One also lays down the book with the feeling that the authors 
have failed to prove their contention that the Amazon can maintain its supremacy 
in competition with the Far East. 

G. B. Roorsaca. 

University of Pennsylvania. 


INDUSTRIAL Manaqnmanr 


Duane, Furrcanr. Fundamental Sources cf Efficiency. Pp. 368. Price, $2.50. 
Philadelphia: J. B. Lippincott Company. 


“The present work 1s an attempt to analyze the various forms and sources of 
efficiency into a few elemental principles. I: is felt that the study of such primal 
elements will not only aid in the mastery of efficiency in a given field, but will pre- 
vent this important idea from assuming a narrow meaning and thus leading to 
limited or even, in some respects, harmful results,” 

This work is not the product of an efficiency engineer, but of an academician, 
a professor cf methematics, who is philosophizing in a broad way about the forms 
which efficiency takes. Some nature of the abstractness of the elements to which 
efficiency is reduced may be found in the chepter headings, of which the following 
are samples: Reuse, The Group, Multiphcativa Groups, Externality, Symbolism, 
Rhythm, Error and Paradox. This text will be found of considerable value in 
preparatory schools. The college teacher may find some material of interest and 
even some illustrations of value in its pages. However, the author frequently 
falls into a discussion of the too obvious, as for example, in the discussion of Ab- 
sence as a Symbol; we hardly need to be told that “absence or silence may indi- 
cate dislike, forgetfulness, suspicion, or have any prearranged meaning. Thus we 
have the saying ‘Sience is more eloquent than words.’ ” We hardly need to be 
told that the word ‘‘bill” has different meanings, as “In the second sentence, the 
woodcock has a bill, and I will not pay this bill.” 

J.H.W. 


Howurwcworte. Harry L. Vocational Psychblogy. Pp. xviii, 308. Price, 
: $2.00. New York: D. Appleton and Company, 1918. 


The insreased endeavor of labor executives to select employes intelligently 
(indeed the growing attention to vocational direction in general) resolves itself into 
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two main problems 02 technique: (a) The analysis of the vocation or job; (b) 
The analysis of the man. 

The lines of solution of tke firat question are so clearly marked that the prob- 
lem has‘ become primarily administrative. ` 

The analysis of the man is an immensely more complex problem, involving 
the whole field of psyzholbgical analyses and tests, Because of its complexity, 
which baffles the average routire-burdened executive and beceuse of its importance, 
charlatans, offering ataraccive short-cut solutions, are numerous. 

An authoritative but semi-popular book, which traces the history of the 
development of humen nasure tests and separates fact from fallacy in the ready- 
made plans of some of the phrenological and physiognomio “experts” is, therefore, 
peculiarly welcome. ‘he book is essentially a presentation of the problems and 
methods of that branch of applied psychology which deals with individual differ- 
ences in mental constitution. In the present instance only those differences are 
considered which may se2m to be significant in determining the individual’s 
choice of a vocation, or -n influencing the selection of workers from among a 
group of applicants o> candidates, It is thoroughly worth careful reading by 
employment executives or vocational counsellors. 

The appendix contains a comprehensive bibliography and some suggestive 
testa used at Columbie Uriversity. , 

J.H. W. 


INSÚRANGH 


Henpmrson, Rosmer. Morialiiy Laws and Statistics. Pp. v, 111. Price, $1.25. 
New York: John Wiley and Sons. 


This book is one of a series of mathematical monographs. published by Wiley 
and Sons and is the wark of the Actuary of the Equitable Life Assurance Society 
of the United States. It is an excellent short treatise on mortality tables. While 
it requires a knowledge of calculus to follow all the calculations in the book, certain 
portions are available to tha lay reader. The first chapter gives a description of 
all the mortality tables which have influenced the developmant of the science of 
life contingencies. The technical chapters deal with an analysis of probabilities 
of death and survival, formulas for the law of mortality, and the construction of 
mortality tables from insurance experience and from ceneus and death returns. 

B. D. M. 


Rustnow,I.M. Standards of Health Insurance. Pp. v, 322. Price, $1.50. New 
York: Henry Holt end Company, 1916. 


Assuming the need of a comprehansive system of health insurance in the 
United States and the fact that the need is rapidly coming to be realized, the 
author treats in detail the various problems that must be considered in drafting 
adequate laws dealing with the subject. The problem of compulsion is handled; 
the conclusion reached is that compulsory insurance is necessary for all persons - 
earning less than $1,200 or $1,500 per annum if the problem is to be properly met. 
The fundamentals of a comp-ehensive system—medival care, sick benefits, mater- 
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nity benefits, funeral benefits—are outlined. The questions of cost and the dis- 
tribution of the cost are carefully discussed. The author suggests that two-fifths 
of this cost be borne by the employer, two-fifths by the employes and the remain- 
ing one-fifth by the state. The administration of the insurance should be by 
mutual associations carrying on their work under state supervision. Careful 
consideration is given to the relation of any plan of health insurance to workmen’s 
compensation and other forms of social insuranze. In the concluding chapter 
estimates of cost are presented. 

Mr. Joseph P. Chamberlain has contributed an appendix on the constitu- 
tionality of health insurance and Alexander Lambert one on the organization of 
medical aid. 

This volume is timely and furnishes an interesting brief for the Model Bill 
on the subject prepared by the American Assccietion for Labor Legislation. 

A. F. 


Manvracrurine Inrustry 


Cuark, Victor 8. History of Manufactures in the United States, 1607-1860. 

Pp, xii, 675. Price, $6.50. Washington: Carnegie Institution of Washing- 

ton, 1916. 

This is the second of the contributions to American econcmic history which 
have been written under the auspices of the Carnegie Institution of Washington. 
The work of cobperative research, which was begun almost fifteen years ago under 
the auspices of the American Economic Association and under the general direc- 
tion of the late Carroll D. Wright, is now, under the editorship of Professor H. W. 
Farnam, beginning to yield ita fruits. 

Of the twenty chapters in the present volume that deal with the history of 
manufactures, nine cover the colonial period, eleven the period between 1790 and 
1860. Dr. Clark first describes the colonial environment, British policy, and colo- 
nial legislation affecting manufactures. There was an abundance of raw materials 
and the colonists themselves frequently endeavozed to stimulate manufactures by 
bounties, land grants, and similar devices, but British colonial policy was against 
their development, while greater geins were to bə had in the more direct exploita- 
tion of the natural resources. But with the improvemen; of transportation facili- 
ties and of larger home markets domestic colcnial manufactures began to expand. 
Scarce and unstable currency, however, proved a disturbing factor, as did also 
the scarcity of capital and labor. Two final interesting chapters on this period 
deal with the technology and organization of colonial manufactures, and with the 
sources of information. 

Manufactures were stimulated by the cutting off of foreign supplies during 
the Revolution, but in the twenty-five years following the end of that struggle 
they suffered greatly from competition and from the greater profitableness of other 
industries. However, after the embargo and the tariff of 1816 they began to 
develop steadily. The spread of the factor; system Dr. Clark attributes quite 
as much to the growth of markets in the South as to the invention of new processes 
and machines. The effects of tariff legislation, of the development of better 
transportation agencies, and of a more plentiful supply of capital and labor are 
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treated in successive chapters, as are the technical progress, tke organization, and 
the general distributicr. of manufactures. Some valuable appendices conclude 
the volume. 
ae One is inevitably lad to compare this work with that of Bishop, which covers 
practically the same grourd and for so long has been the single authority covering 
the whole field. Dr. Clerk’ 300k is more analytical and endeavors to explain the 
movements and forces of each period, and not merely to chronicle facts. It more- 
over takes up phases of the sabject not touched upon by Bisho>, such as organiza- 
tion. s 

. FAJ in all it constisutes an admirable economico history of manufactures. 
This volume is apparenzly the work of Dr. Clark alone, for practically no acknowl- 
edgments of the preliminary work of collaborators in this fislé are made. Yet a 
study of the bibliograph; reveals the fact that other writers had prepared mono- 
graphs which have been used in the preparation of the completed work. A 
second volume, covering the period from 1860 to date, is promised. ; 

E. L. Bogart. 
University of Illinois. 


x MERCEANLISING: WEOLBSALE AND RETAIL 
Nystrom, Paur H. Ezondmics of Relciting. Pp. xi,407. Price, $2.00. New 
York: Ronald Prem Company. 


In presenting this book to the pubic, Mr. Nystrom has done a real service 
in formulating a logically dissussed text relating to tae economic principles in re- 
tailing. Most previous books on this subject have been purely descriptive in 
nature without making the reader feel the working force of the many principles 
involved. Mr. Nystrom, hcwever, overcomes this defect and creates in us a 
feeling of respect for our presant retail system in the distribution of goods. This 
book could be used by ary ckass wishing to exhaust the practical and theoretical 
discussions involved in retail selling. The chapters are arranged in logical order, 
involving the old and new systems of distribution, tha present status of retailing, 
the necessity for profit in reteiling, and the human element 1elated both to sales- 
people and consumer. The conflicting elaments effesting profit both to the re- 
tailer and to the consumer are discussed in their relation to store location, rent, 
and the various institutions o? distribution which hava ariser. therefrom; namely, 
the department store, chain sı cre systems and mail order house. As the name of 
the book implies, Economics ef Retailing, the underlying principles of economics 
are applied directly to every practical problem found <n the retail business realm, 
with a projection into the futare in the discussion of euch subjects as the Failure 
Rate and the Retail Buaress, Are There Too Many F.etail Stores, and The Ideal 
Retailing System. . 

, H. W. H. 
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TRANSPORTATION AND TRAFFIG 


Wrstonp, Marr. Railroad Valuation and Rates. Pp. 339. Price, $1.50 Chi- 
cago: Wymond and Clark, 1916, 


This is a book by an engineer who has had “thirty years’ experience in con- 
nection with the promotion, construction, reconstruction, operation and valuation 
of railroads as an engineer in the service of railroad corporations, of banking in- 
stitutions,” etc. The evident purpose of the author was to state in an elementary 
way the main problems connected with the valuation of railroads and with the 
determination of the reasonableness of railroad rates. This part of the book is, 
however, preceded by four chapters upon railroad history, promotion, construc- 
tion and capitalization. These preliminary chapters are too brief and general to 
be of value. Those who are beginning the study of railroad valuation will find 
the volume helpful. The author is not critical, In a conservative spirit he points 
to some of the dangers of present methods of regulation and emphasizes the 
necessity of allowing the railroads ample revenues, 

E. R. J. 


ECONOMICS 


ADAMS, Anraur B. Marketing of Perishable Farm Products. Pp. 180. Price, 
$1.50. New York: Columbia University Press, 1916. 


One of the most important problems of the present day is discussed in this 
book. A careful survey is made of the different methods of getting perishable 
farm products from the producer to the consumer. The several steps are analyzed 
and the weak points brought out. Some of the reasons for the difference between 
what the farmer receives and the consumer pays are losses from decay, fluctuation 
in prices, cost per unit for transportation and distribution, and inefficient methods 
and dishonest practices of middlemen. 

To secure cheaper and more efficient ways of carrying on market processes 
three general lines of action are shown. These are a government market depart- 
ment to conduct interstate commerce in perishable goods, standardization of 
gradea and packages and the elimination of unfair business prectices. Other 
factors in relieving the burden of the present system are readjusting of seasonable 
production, reduction of the perishability of the goods, and the development of 
centralized producing sections. The book is valuable in pointing out definite 
defects and discussing corrective measures. It does not contribute much that is 
new to the solution of the problem. 

N. D. H. 


Bogart, Ernest Luptow and THowrson, CmarLes Manrrep. Readings in the 
Economic History of the United States. Pp. xxvii, 862. Price, $2.80.% New 
York: Longmans, Green and Company, 1915. 


The intenticn of the authors in writing this volume was to supply, for classes 
studying the economic history of our country, a book that would contain in one 
place the widely scattered material necessary to supplement a systematic text- 
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book or lectures It a:ms to place bəfore teachers and students in an easily 
scceasible form original letters and essays or extracts from books now out of print, 
so that they form a connected s-ory of the economic forces that have shaped our 
history. To accomplish this purpose the authors have drawn from the writings of 
men contemporary with each peod under discussion, intersparsing such extracts 
with official documents in the parts of the book devoted to the years since our 
national independence. 

Doctors Bogart and Thompson divide their materiel into three periods: 
the colonial, exteading from 1583 to 1808; the formative period between 1808 and 
the Civil war; and the era of expansion that began with Lee’s surrender and ex- 
tends to our own tims. In each of these periods the selections made by the 
authors group themselves around seven main topics, namely: (1) agriculture, 
(2) manufactures, (8) tariff, (Q commerce and transportation, (5) money and 
banking, (6) labor, and (7) mc-vements of population. Tke emphasis placed 
upon each of these subjects changes, of course, from period to period; for ex- 
ample. commerce has much mcre space devoted to it in the first period than in 
the third and coaversely the movemert of population of nevzessity receives the 
most attention in the third ant least in the first. 

In the choice of sukject ma.cer, in its arrangemsnt and ir its apportionment, 
the authors have acccmplished their sask admirably, with the result that the 
book es a whole and uzn each of its eight hundred and fifty pages is a valuable 
contribution to the teaching profession. 

Marcom Karr. 
University of Fennsyleania. 


Exy, Ricnarp T. The Outlines af Economics (rev. end enlgd.ed.). Pp. xiii, 769. 
Price, $2.10 New York: The Macmillan Company, 1916. 


The third ecition of Profesor Ely’s much used text is now available. The 
past eight years Lave been fruitfalof changes in economic thought and in economic 
activity. Itwasto take account of these that the present revision was undertaken. 
This has involved the rewriting of many parts of she work. The discussion of 
underlying princ_ples hes been «xpanded; two chapters—on Business Organiza- 
tion and on Economic activities of Municipalities—have been omitted as such; 
one on Labor Legislation has been added, and the sequence of others has been 
altered. All of these changes make for greater unity of treatment in a work that 
already showed distincsively s:rviceable qualities. 

R. ©. McC. 


FOLITICAL SCIENCE 


Bard, Harry Dewi. Soth America. Brief Gutline of Study Suggestions. 
Pp. 68. Price, 60 cents. Boston: D. C. Heath and Company, 1916. 


In a small volume bf sixty-æight pages Dr. Bard has prepared a most useful 
outline or syllabus for tae stud} of Latin-American political, economic and social 
conditions. The greater part o` the book is devoted to a carefully selected bibli- 
ography which will be of much rervice to that rapidly increasing body of citizens 
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who are interested in learning something about the physical and intellectual 
environment of the continent on which they are living. This little book will 
stimulate an interes; in the more careful and serious study of Latin-American 
institutions. 

L.S. R. 


CarLYLE, R. W. and CaRLYLE, A. J. A History of Medieval Political Theory in the 
West. Voume III, (from the tenth to the thirteenth century.) Pp. xvii, 
201. Price $3.00. New York: G. Putnam’s Sons, 1916. 


This volume kezps up the standard of those preceding. From a large and 
confused mass of material the author has sought to separate the ideas which be- 
came dominant in the political thought or pointed the way to new developments 
in Western Euroze from the tenth to the thirteenth century. 

The first portion ‘of the book outlines the influence of feudalism on political 
theory. Contrary to the prevailing belief the author maintains feudalism did not 
check the advance of political thinking. It emphasized the subjection of the 
entire community to law, the contract relation between lord and vassal with its 
rules binding both parties—ruler as well as ruled. The idea ofa loyalty to the 
king, above the lord was an important factor in the rise of nationalistic thinking. 

The second part of the book deals with the relations of the theories of natural 
law, equality and the doctrine of the divine right of political authority. It is 
shown thet the real meaning of the latter is that it is the divine function of politi- 
cal authority to maintain justice. Law is the embodiment of justice. These 
statements are the premises to the final conclusion that the relation between ruler 
and people is contractual and involves a mutual obhgation to maintain justice 
and law. 

C. L.J. 


Davipson, Wurm L. Political Thought in England. Pp,256. Price, 50 cents. 
New York: Henry Holt and Company, 1916. 


This work is made up of eleven suggestive chapters. The introductory one 
discusses utilitarianism as a philosophy and a movement; four deal with the con- 
tribution of Jeremy Bentham, two with that of James Mill, three with that of 
John Stuart Mill and one with those of George Grote, John Austin and Alex- 
ander Bain. Utilitarianism is treated as a modern philosophical theory in ethics 
and politics which nas its roots in the age-long interest in human well-being. - 
This theory found its counterpart in “practical efforts to amehorate the con- 
ditions of human life on rational principles, and to raise the masses through 
effective state legislation.” No more significant and thought-provoking discus- 
sion of this movement has been printed than that afforded by this little volume, 

R. C. McC. 


“Grorius, Huao. The Freedom of the Seas. (Trans. with a revision of the Latin 
Text of 1633 by Ralph Van Deman Magoffin, and edited by James Brown 
Scott). Pp.xv,83. Price, $1.00. New York: Oxford University Press, 1916. 
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McLaren, W. W. A Political History of Japan During the Meiji Era, 1867-1912. 
Pp. 379. Price, 33.75. New York: Charles Scribner's Sons, 1916. 


The title of this took appears to be more or less of a misnomer. It is not so 
much a general politizal histozy of Japan during the Meiji Era as a history of 
certain political tendencies and of such political institutions as the Daijokwan 
(Council of State), the Privy Council, the various Cabinets, and (since 1890) the 
numerous sessions of Japanese Diets. 

The work is divided into two parts. Part I, entitled “The Reconstruction 
Period” includes chapters on The Restoration Movement, The Abolition of 
Feudalism, The Recorstructior of Government, and so forth. Part II, on “The 
Parliamentary Régime” apparently deals with such topics as The Chino-Japanese 
War, The Russo-Japanese War, The End of the Meiji Era, etc. But the reader 
will find that these chepter-hea lings serve to mark off periods of time rather than 
as indices of the subject matter. , 

To those acquainved with Professor McLaren as a man cr with his work as a 
scholar, this volume will be somewhat disappointing. His knowledge of the sub- 
ject is undoubtedly thorough and comprehensive, but it is here presented in a 
particularly dry and unattractive form. For example, each cabinet change is 
carefully chronicled ard the wark of each session of the Diet accurately summa- 
rized. Besides, though the tone of impartial treatment is maintained throughout, 
the work is not free frcm a very pronounced anti-Japanese bias. 

The book is not wishout its merits. The author is without illusions regard- 
ing the democratic o: representative character of Japanese institutions or the 
pacific tendencies of the Japanese peoples. Its main thesis is perhaps that the 
Japanese are an essentia ly militaristic nation led and controlled (and it should 
be added, partly held ia leash) by a bureaucratic clan oligurchy. The history 
and characteristics of this oligarchy during the Meiji period are very carefully 
traced. There is perkaps tcc much assumption insufficiently supported by 
evidence, but there can be nc qnastion of the substantial accuracy of the author’s 
descriptions of political corruption and the evil tendencies inherent in clan govern- 
ment. Whether his assumption of a well-defined, unscrupulous and aggressive 
foreign policy in respe>t to China is equally well-founded remains to be demon- 
stratel or disproven by future events. 

Amos HrssEy, 
Indiana University. 


‘Mansen, A.W. The Azate as Manufacturer and Trader. Pp. ix, 281. Price, 78. 
6d. London: T. Fisher Unwin, 1916. 


The purpose of this monograph is apparently to show the defects of govern- 
ment-managed industrizs, and so far as tobacco manufacture is concerned, the 
effort is entirely successful. The author presenta brief sketches of the State 
tobacco monopoly in France, Italy, Austria, Japan, Spain and Sweden. He 
shows the financial rests, the popular verdict on the quality of goods produced, 
and the unbusinesslike management of the public authorities. Outside of France 
his sources of informaion seer to have been meager, but there is undoubtedly 
an unanimous verdict against zovernment control in all the countries treated. 
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It is unnecessary to emphasize the point that the author’s conclusions, founded 
on a single industry, are not to be applied without reserve to all government under- 
takings. 

J.T. Y. 


Murand, Tuomas F. Our Hastern Question. Pp. 543. Price, $5.00. New 
York: The Century Company, 1916. 
HonrNBECE, Stranuey K. Contemporary Politics in the Far East. Pp. xii, 
466. PĤce, $3.00. New York: D. Appleton and Company, 1916. 


Our Eastern Question, a sequel to Mr. Millard’s earlier work, America and the 
Far Eastern Question, describes the insatiable ambition, and the limitless aggres- 
sion, actual and seemingly contemplated, of Japan—especially the purpose or 
expectation, attributed to Japan, of a conflict with the United States. There is 
no difficulty in shcwing by a mere narrative that Japan in her recent dealings with 
China, particularly the treaty of 1915 and her policy in Shantung, has surpassed 
even the standards of lawlessness and faithlessness established by the common 
practice of the European powers in the East. In general, Mr. Millard seems 
pretty well to have justified also the warning which is his chief purpose. His 
indictmen; of Japan is confirmed by the details of Professor Hornbeck’s less ar- 
gumentative recital of events. 

The achievement by Japan of her evident wish to control the economic life 
of China not through economic merit but by the sword (to say nothing of any 
further steps along the same path) would evidently constitute a calamity for our- 
selves and to the human race. In final analysis, the quesiton is whether our nation, 
with its devotion to the ways of peace and its scant appreciation of international 
relations, is capable of facing boldly and at great probable cost the duty to the 
world and to ourselves which this situation forces upon us. The hope of Japan 
consists largely in the belief that we are incapable of rousing ourselves, under any 
circumstances to such a duty. 

Professor Hcrnbeck has given us an excellent introduction to the subject 
which gives title to his book, with chapters on the recent political history of China 
and Japan (including accounts of the chief political groups and parties in each 
country) and on the mutual relations of these states and their relations to the 
chief nations af Europe and America. Appendices in each book give a large mass 
of valcable dccuments. Mr. Millard’s work is seriously defective in having no 
sort of index and a very summary table of contents. + 

A. P. Winston. 
Washington, D. C. 


Porrer, RosmrtT P. Japan: the New World Power. Pp. xxiv, 739. Price, 
$2.50. New York: Oxford University Press. 


In 1911 Mr, Robert P. Porter published The Full Recognition o; Japan for 
the purpose of giving an account of the political and economic history of Japan 
down to the time when it was accorded full rights of sovereignty by the powers of 
the world. The present book upon Japan: the New World Power is a revision of 
the previous work and contains the record of the progress made by Japan since 
1910. 
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Any single vdlume that tel: the whole story of Japan, past and present, 
geographic, political, economic end social, must necessarily deal more or less 
superficially with tae sutjects comidered. The present volume, however, contains 
a good selection o? material and avery chapter is packed full of pertinent data. 
Any one desiring to make & specin] study of Japan will do wel! to begin with a 
survey such as Mr. Porter s volume presents. There are two good maps and a 
useful index. The volume is well-balanced, interesting and instructive. 

E. R. J. 
e 


SOCIOLOGY 


Conx, E. G. Heredity and Enrironment in the Development of Men. (2nd 
ed.). Pp. xvi 530. Price, 32.00. Princeton: Princeton University Press, 
1916. ` 


Barring a few new diagrams cnd changes in a couple of chapters, this edition 
is practically the seme as the first. The author is to be congratulated that a new 
edition has been celled for so soor. The volume has proved extremely useful in 
classes interested in studying soci.l backgrounds and to a large group of readers 
who have wanted to kncw something of present biology. 

C.K. 


Geant, Manison. The Passing of the Great Race. Pp. xxi, 245. Price, $2.00. 
New York: Charles Scribner’s Sons, 1916. 


The great racc, whose ultimete disappearance the author fears, is the tall, 
long-headed, blond, of northern Europe, called the Nordic. He feels that in Eu- 
rope and America tke short, dark \editerranean race, and the taller, round-headed 
Alpine race are coming to the top, while the more highly specialized and more 
energetic Nordic is_osing. While :his viewpoint is by no means new, 1t has never 
been better presented. Of special value is the historical sketch of the appearance 
and distribution of these three gwat races in Europe. Brevity often forces a 
more dogmatic opinion than the author probably holds, but so many extreme 
statements are mad that the reader often wonders what evidence there is. Little 
mention is made of other writers. and even in the bibliography the names of Ammon, 
Lapouge, Reibmayz, Schellmnier, vzho have advocated similar c‘aims, and oppo- 
nents like Finot and Novicow, are omitted. In spite of many defects the posi- 
tion of the author has mach to ccmmend it. The volume should be studied 
by all who are interested in the ftture of our own country, and in democracy at 


large. 
C. K. 


OLIVER, Sm Tuomas. Occupation: from ths Social, Hygienic and Medical Points 
of View. Pp.x 110. Price, $..80. New York: G. P. Putnam’s Sons, 1916. 
Koper, Georca M. and Hanson, Winuiam C. (Ed by). Diseases of Occu- 
pation and Vocctional Hygiene. Pp. xxi, 918. Price, $8.00, Philadelphia: 
P. Blakiston’s Jon and Company, 1616.. 


Widely differing in content aml aim, these two volumes indicate the rapid 
growth in appreciation of che dangers to health and common welfare presented by 


' 


-Book DEPARTMENT 331 


many of our industrial processes. The first volume, by the author of one of the 
standard works on the subject (Diseases of Occupazion), treats in most readable fash- 
ion of the air we breathe, the influence of workshops, the relation of work and 
efficiency, provisions for the health of the worker, the choice of careers, the dif- 
ferent reactions to industrial proceeses and poisons, the choice of a career and the 
dangers of gases and electricity. It will prove valuable and interesting to public 
health workers, and wil give much information to the general citizen who wants 
a bird’s-eye view of the subject. 

The sscpnd volume is the largest and most complete handbook the writer 
of this nota has seen. To it some twenty-nine men and women from Europe as 
well as America have contributed, in addition to the editors. Among these are 
not only physicians and teachers but engineers, statisticians, public health officials 
and sosial workers. Each topic is discussed in detail and definite medical 
suggestions are made so that it becomes at once a valuable handbook for the 
practising physician. The materiel is presented in such fashion that it becomes 
likewise ar. indispensable reference book for all who are interested in manufactur- 
ing and ths influence of industrial hfe on social conditions. 

The book 1s divided into three main divisions In the first we find the dis- 
cussion of Specific and Systemic Diseases of Occupation, Fatigue and Neuroses, 
Occupational Affections of the Nose, Mouth, Throat, Eye and Ear (414 pages). 
Part IT deals with the Etiology and Prophylaxis of Occupational Diseases, Voca- 
tional Hygiene, including the liberal professions as well as farmers and general 
manufactures “346 pages). Part III considers The Function of Clinics in the 
Preventior. of Occupational Diseases (with an account of the Clinic at Milan), 
Statistical Studies and Legislation and Governmental Study for the Prevention 
of Occupational Diseases. 

It is impossible in the space assigned me for this note to do more than thus 
hint at the contents. Though not a medical man, I have found great pleasure 
and profit in the hours spent in reading this volume and in looking up many 
points on which I desired information. It is & storehouse of knowledge and will 
be immeneely useful to the teacher of economics and sociology, to the business 
man, and to insurance officials, as well as to those in charge of public health 
work or th2 care of the sick. It deserves a place in every college or public library. 

Cari Kunspy. 
University of Pennsylvania. 


Payng, Gronch Henry. The Child in Human Progress. Pp. xix, 400. Price, 
$2.50. New York: G. P. Putnam’s Sons, 1916. g 


The aathor began to study the origin of the child protective movement in the 
United Stetes, but continued until he had studied the attitude toward children in 
the ancient Far East, in Egypt, Arabia, Assyria, Greece, Rome, medieval and 
modern Europe, colonial and nineteenth century America and among some 
primitive peoples. He closes with a sketch of the Society for the Prevention of 
Cruelty to Children of New York. While the book is practically limited to a 
desoriptior of the various forms of neglect, cruelty and abuse from which children 
have suffered, it nevertheless gives to the student of child welfare a historical 
perspective which no other book has given. 
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The book does not attempt to trace development in any systematio way ex- 
cept by the method of ctatinn and brief discussion of a multitude of writers in 
many lands and ages, each ef whom describes in concrete terms the treatment 
which children of his day received. From such data, however, the reader can see 
for himself the changes in at-itcrde and feeling toward children, on which founda- 
tions all efforts toward tke pasitive and constructive phases of child welfare have 
been based. 

For its selected bibliography and specific citation of contemporary writers 
the book is especially valucble. e 

E. W.T. 


.Wours, ALemRrT B. Readings in Social Problems. Pp. xiii, 804. Price, $2 80. 
Boston: Ginn and Company, 1918. 


The social problems discass21 in this book of readings are five-fold: immigra- 
tion, marriage and divorce, the woman problem, the negro problem, and an in- 
terrelated group of population problems. The latter includes such subjects as 
the Malthusian theory of population, the declining birth rate, socialism and 
population, eugenics, infan; mortality, and the ethics of populavion policies. The 
editor’s comments introduce the discussion of each problam. References are 
given ai the close of the ‘iscission of each specific topic. These bibliographical 
references are well chosen and usable. 

The difficulties nhersrt n selecting readings for such a range of fundamental 
social problems are apparent. Bwr little space can be devoted to some phases 
of a topic which deserve & more comprehensive discussion. Sometimes inter- 
relationships can only be touched upon. For example, the close nexus between 
the marriage and divorce situaticn and the economic and social status of woman 
can hardly be developed and emphasized in the logical manner which ıt deserves 
where different authors sre ciacvssing detailed limited fields of the general prob- 
lem. However, such difficulties ere inherent in a book of read-ngs and the com- 
ments of the editor in incrodicing each set of problems are helpful. Moreover, 
the general excellence of tke selections will lead the thoughtfw reader to ses the 
fundamental relationshipa of these various problems. 

J. G. 8. 


REPORT OF THE BOARD OF DIRECTORS, YEAR ENDING 
DECEMBER 31, 1916, AMERICAN ACADEMY OF 
POLITICAL AND SOCIAL SCIENCE 


I. REVIEW or ran Acapumy’s Activrrms 


The gravity of the domestic and international problems con- 
fronting tae country demonstrates clearly, if further demonstration 
work were necessary, the importance of the service which an 
organization such as the Academy is called upon to perform. The 
international situation confronting the ccuntry is in many respects 
go novel, involving so many problems which have heretofore been 
far from the sphere of thought of the American people, that it is a 
matter of vital importance that these questions be subjected to the 
most careful and searching scrutiny, and that the best thought 
on the subject be made available to tke people of the country. 
Vital as our present international problems are, they are hardly less 
important than the new domestic questions which the country is 
called upon to solve. While these questions have in some respects 
been rend2red more acute by reason of the great war, they would 
have demanded early solution even if the war had not taken place. 

An organization such as the Academy cannot take its mission 
too seriously; in fact, while the Academy is one of a large group of 
national associations, devoting exclusive ettention to the considera~ 
tion of the great public questions confronting the country, it can 
easily lay elaim to being the leader among these organizations, owing 
to its breadth of scope and to the fact tha; it enjoys the coöperation 
of so large a number of scientists and thinkers in foreign countries. 
I am sometimes inclined to doubt whether the members of the 
Academy fully realize the difficulty and delicacy of the task con- 
fronting cur editorial council. They must attempt to foresee 
the questions which will be in the foreground of public attention 
one and even two years hence, in order that the members of the 
Academy may have before them the best thought on the subject 
which the nation is called upon to face. We all owe a debt of 
gratitude zo Dr. King and to his associates on the council for the 
extraordinary efficiency and foresight they have shown in the con- 
duct of ths Academy’s publication work. 
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During zhe past year we again have had requests from a 
number of oir memkers to undertake the organization of local 
centers in different sarts of the United States. Your Board has 
called attention to this question on several occasions and feels that 
it is only a questicn of time when the Academy will have to under- 
take such a plan. Ths will invclve a far more elaborate organiza- 
tion than we have at the present time and will add very greatly 
to the responsibilities of those cirecting the Academy’s work. 

Your Board again desires to call attention to the pressing needs 
of an Endowment Fund, wich will enable the Academy to conduct 
investigations on a much larger scale than has heretofore been 
possible and will also enable us to secure the Academy building of 
which we stand in suck great nead. 


II, PTUELICATIONS 


During the year 1916 the Academy has published a series of 
volumes whizh have brouzht together the best thought of the 
country on the important problems with which these volumes deal: 

January—Nat onal Incustries and the Federal Government 

March—Publiz Aimin:stration and Partisan Politics 

May—Parsonrel and Employment Problems in Industrial 

Management 

July—Preparsiness and America’s International Program 

September—Noew Possibilities in Education 

Novemb2r—America’s Charging Investment Market 


TI. Mzrrrives 


During the veer 191€ the Academy has held the following 
meetirgs: 

January 29—Some Aspects of the Present Situation in China 

February 19—Transformation of Rural Ireland 

Social Work in Ireland 

April 28-29 (20sh Annual Meeting)—What Program shall 
the United States stand for in International Relations? ' 

November 10—The Purposes and Ideals of the Mexican Revolu- 
tion 

December 16—The Real Significance of Preparedness 
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IV. MEMBERSHIP 


The membership of the Academy on the 31st of December, 1915, 
was 5,866, with a subscription list of 924. Of the 5,866 members, 
1,328 are residents of Philadelphia, 4,291 of the United States 
outside of Philadelphia, and 247 foreign. Of the 924 subscribers, 
4 are from Philadelphia, 833 from the United States outside of 
Philadelphia and 87 from foreign countries. Compared with the 
membersHip on the 31st of December, 1915, we find that in the 
Philadelphia membership there is a gain of 109, in the membership 
in the United States outside of Philadelphia 220, and in the foreign 
membershin 15, or a total gain of 344. In the subscription list 
there is a gain of 52 in the United States outside of Philadelphia 
and in the foreign subscriptions 12, or a total gain of 64. The total 
gain during the year 1916 in the combined membership and sub- 
scriptions lists is 408. 

During the year the Academy has lost through death 56 of its 
members, two of whom were life members. 


* Life member. 


Foreign 
Felipe Barreda y Osma Arthur Orlando Ramon Ribeyro 
Philadelphia 
Joshua L. Baily M. L. Kohler 
Clarence L. Butler David P. Leas 
Mrs. Herbert Cassard A. B. Loeb 
Henry T. Dechert John Pitcairn 
Abraham Gruber Joseph Richardson 
William H. Heisler S. Ashton Souder 
E. Smith Kelly Milton C. Stein 
Outside 
Wirt Adams M. Lasker 
J. H. Brock C. A. Locke 
Massena Bullard Seth Low 
B. F. Burwell E. P. Marshall 
*J. D. Casasus Charles F. Mills 
Thomas J. Conaty Mrs. Susan L. Mills 
*Eckley Brinton Coxe, Jr. 


Rufus J. Palen 
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Boyd Crumrine - John E. Parsons 
J. A. DeBoer f J. A. Patten 
Sylvester C. Dunham Norman B. Ream 
Frederick H. Eaton Walter P. Stokes 
Wiliam Seymour Edwards Frank J. Symmes 
Isaac Henry Ford Henry H. Truman 
Eliseo Giberga ' dJ. F. Vaile 

Jobn Hopewell E. P. Wenger e 
Michael Jenkins Gustay R. Westfeldt 
David Kay Horace White 
Edward Kent Elbert Wing 

Miss Elizabeth G, King P. B. Worrall 

J. Langeloth 


The death of th2se members has deprived the Academy of 
some very warm friends and enthusiastic workers. 

During the year the Acedemy has lost by resignation 457 of its 
members and 27 subscribers, while 857 members and 91 subscribers 
have been added to ths list. 

In addition to tae rasignations and deaths, there are being 
held for two years te December 31, 1915, 212 members for non- 
payment of membership dues. This would further reduce the 
membership to 5,354, and make the total gain in membership 182. 


V FINANCIAL CONDITION 


The receipts and expenditures. of the Academy for the fiscal 
year just ended are clearly set forth in the Treasurer’s report. The 
accounts were submittec. tc Messrs. E. P. Moxey and Company 
for audit and a copy cf their statement is appended herewith. 

In order to lighten the burden of expense ircident to the 
Annual Meeting a spacial fund of $1,400 was raised. The Board 
takes this opportunity to express its gratitude to ths contributors to 
this fund. r 

CcNCLUSION 


One of the purpcses which your Board has constantly kept in 
mind has been to br:ng cur members into closer relations with one 
another. Through such zlose relationship the Academy can greatly 
strengthen its national influence. Our members, both in this 
country and abroad, saould be made to feel that they are, in a sense, 
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representatives of the Academy and fully to discharge their obliga- 
tions toward the Academy should make themselves centers of 
Academy influence. We must build up a great codperative or- 
ganization for the education of public opinion. With each year 
we are coming nearer to this goal but we can only reach it through 
the devotion and enthusiasm of our members. 

Your Eoard desires to take this opportunity to express deep 
appreciation and gratitude to that increasing body of Academy 
members, who are giving so much time and thought to the work 
of our organization. 


January 11, 1917. 
CHARLES J. RHOADS, ESQ., TREAS., 
American Academy of Political & Social Science, Philadelphia, 
Pa. 

Dear Sir:—We herewith report that we have audited the books 
and accounts of the American Academy of Political & Social Science 
for its fiscal year ended December 31, 1916. 

We have prepared and submit herewith statement of receipts 
and disbursements during the above indicated period, together with 
statement of assets as at December 31, 1916. 

The receipts from all sources were verified by a comparison 
of the entries for same appearing in the Treasurer’s cash book with 
the record of bank deposits and were found to be in accord there- 
with. 

The disbursements, as shown by the cash book, were supported 
by proper vouchers. These vouchers were in the form of cancelled 
paid checks or receipts for moneys expended. These were examined 
by us and verified the correctness of the payments made. 

The investment securities listed in the statement of assets 
were examined by us and were found to be correct and in accord with 
the books. : 

As the result of our audit and examination we certify that 
the statemerts submitted herewith are true and correct. 


Yours respectfully, 
Epwarp P. Moxey & Co., 
Certified Public Accountants. 


` 
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Balance Cash on Hand January _, 1916...........2: ccc eeeeees 
Receipts 
Annual Subscriptions... 1.62... e cece eee eee $24,383 .23 
Life Membership. ...... 22. ee cece eee eee ence eee 403.00 
Special Contributions... .....e cece eee eee eee 1,493 .00 
Subscriptions to Publications... ........--..-0006- 4,082 .65 
Sales of Publications.......... cece eee et ee eees 4,388 .23 
Income from Investmenté...... o sce eee e eee e eens 4,043 .75 
Interest on Deposit... 2. cc cece. cee cence nee 139.07 
Miscellaneous Recsipts... ....-- .--..- sha whe vate 184.02 
Exchange of Securities. 2.0... fees eee cece eee 160.00 
Total Receipts 

i Jiaburssments 
Office Expense: 

Office Salaries.. ..... cease $4,439.75 

Supplies, Repaire and Rantal. . re 295.98 

Stationery and Printing ...... ..... 268.10 

Telephone and Talegrann..... ..... 85.37 

POBtEES ninshe nie noana Winspeare 587 .87 

Freight, Express and Ca-fares... ... 8.21 

General Expense .... sesse csere 109.52 $5,742 80 
Philadelphia Meetirgs: 

Salaries ac es cestiee shweeaceeninns $110.00 

Hall Ranté....... 2. cece cee eee eee 510.00 

Stationery Supplies, Engr. and Printing 776.58 

Clerical Services.......... ...-02-- 67.03 

Expense of Speakars..... . 1.2.2... 625 .23 

Postað chases ogee dee 9) ae eve © 289.89 

Telephone and Telegrark......-.... 30.15 
`- Carfare, Newspap2rs and Sundries ... ` 6.73 2,415.81 
Publicity Expense: 

Salaries). caran areae aike ea i 31,340.68 

Pamphlets, Cards and Advert-sing 4906.34 

POStARG io sama es S EENE Sasa 498 06 

Stationery and Reoairs........ .... 321.55 2,656 .63 
Publication of Annals: 

Salarios sererai nessa Secs es Ws $3,483.10 

PHNOM. os. ede keke reie es ee 10,297 .17 

Repriiite sce cavesvesviress cecene 1,019.51 

Binding. os... cece eed ie Se see 681.90 

Postiga seess Erie E rine aE 1,822.18 


$5,504.10 


39,268 .95 


$44,863 .05 


Advertising... 2... 0c. cece eee eee $312.90 

Stationery Supplies and Repairs...... 888 24 

Carfare, Express and Sundries........ 177 -93 

Telephone and Telegraph........... 108.43 

Storage and Insurance.............. 62.69 18,322.05 
Investments Porchased............... $9,855 .00 
Interest Premiums and Commission..... 15.63 9,870.83 
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Balance December 31, 1916 


$5,000.00 
10,000.00 
5,000 .00 
5,000.00 
5,000.00 
5,000.00 
5,000.00 
3,000.00 


3,500.00 


5,000.00 , 


4,000 .00 
5,000.00 
3,000.00 
3,000 .00 
3,000.00 


3,000.00 


ÅBSETS 
Investments 


Baldwin Locomotive Works...........ccee eee e eee 5 


1st Mtg. 5’s—1940—M. & N. 


Canadian Pacific Raay ......s.osnenneseassrrao 


Equipment Trust 44’s, Ser. T—1928—J. & J. 


Chesapeake & Ohio Railway. .........0. cece eee ees 
Equipment Trust 44’s, Ser. H—1922-1924— J. & D. 
Choctaw, Oklahoma & Gulf R. R. Co... 2... eee eee 


Gen’l 5’s—-1919—J. & J. 


City of Macon, Ga... cele spee ce cee eee 


Water Works 44’s—1932—J. A J: 


Leke Shore & Michigan Southern Ry. Co..... ausa. 


Ded. 4’s—1928—M. & 8. 


Lehigh Valley Transit Co.................000. APENS 


Ist Mtg. 4’s—1935—-M. & 3. 


Market Street Elevated Passenger Ry. Co........... 


Ist Mtg. 4’s—1955—M. & N. 


Mortgage Note, C. R. McFarland, Tampa, Fla....... 


3 yms. at 6% dated Dec. 15, 1909 


New York and Erie Railway......... 0. cece eee 


2nd Mtg. 5’s—1919—M. & 8. 


New York and Erie Railway. ........ cc cece cee ee ees 


ord Mtg. 44’s—1923—-M. & 8. 


New York Central & Hudson River R. R...........- 


Deb. 4’s—1034-—M. & N. 


Panna. & New York Canal & R. R. Co...... ERETT 


Cons. Mtg. 4p8—1989—A, & O. 


Pittsburg, Bessemer & Lake Hrie..............22006 


Cons. Ist Mtg. 5’s—-1947—J. & J. 


St. Louis & Merchants Bridge Co... ............006% 


iss Mtg. 6’s—1920-—F. & A. 


St. Louis, Iron Mountain & Southarn Ry............ 


Gen’l. Mtg. Land Grant 5’s—1931—A. & O. 
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39,007 .72 


$5,855 .33 


$4,075.00 
9,701.25 
4,929.52 
5,000 .00 
5,000.00 
4,801.25 
4,387 .50 
2,786 .25 
3,500 00 
5,000.00 
3,955 .00 
4,640 .00 
3,000.00 
3,000 .00 
3,000.00 


3,000.00 
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5,000.00 West Thester Lighting Co... .... 0. cece eee ee eee $5,000.00 
lst Mtg. 5s—.950—J. & D. 
5,000.00 William Cramp Ship & Engine Bldg. Co............. 5,000 .00 
ist Mtg. 5's -1020—M. & 8. 
5,000.00 New York Connecting R. R...... eke eee nee 4,975 .00 
let Mtg. ci'e, Ser. A—1953—F. & A. 
5,000.00 Chicago Union Station Compeny.............-..0.: 4,987 .50 
Ist Mtg. <+’e—1963—J. & J. 
6,000.00 Cambria & Indiana BR. RR... . eee eee eee eee ° 4867.50 
Car Tr. 44.8, Ser. 7—1929—J. & D. 
VEN RETER 
$95,505.77 
Cash: 
In Academy Offise... 2... cece ee cece cece cece eee $200.00 
In Treasurer's Hance: 
Centennial National Bank............0.e00e 200.00 i 
Girard Trust CompENy . ...esesssesssrseeccso 5,455 .33 5,855.33 
$101,361.10 
LCABILTTINS 
None 
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Accident, meaning, 284-286. 

——— insurance, organization, 309. 

——— —— policy, nature, 233. 

—— prevention: 264, 266, 267; bene- 
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ACCIDENT Prevention. David 8. 
Beyer, 238-243. 

Accidents: distribution, 259, 307; fre- 
quency, 2&6, 259; reduction, 241; 
seriousness. 256, 

AMERICAN Fire Wast2 anp Irs Pre- 
VENTION. Frenklin H. Wentworth, 
163-171. 

Annuttant mortality: 25-27; charac- 
teristics, 26. 

Annuitarts: abnormal longevity, 30; 
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Annuities: American, 23; develop- 
ment, 24; effect of war upon, 24; 
life, 2-8; popularity, 24; taxing, 
129; with participation, 27-31. 

Annuities, Lire. M. Albert Linton, 
20-37. 

Annuity: deferred, 32; meaning, 139; 
reversionary, 32-34; variations of 
regular, 31. 

premiums, zomputing, 21. 

—~— rates: America, 22-24; computa- 
tion, 21-22; Great Britain, 22-24. 





Beneficiary: advantages of income pol- 
icies for, 9-13; income to, 3-7. 

Benefits, mstallment, 148. 

Bermr, Davm 8. Accident Preven- 
tion, 238-243. 


Brancsarb, Rarna H. Insurance of 
the Catastrophe Hazard, 220-226. 
British annuities, comparative returns, 

23. 


California, rate regulation, 310. 

Canada, fire loss, 164, 

Capital, hberation, 26. . 

Cass Loans, Tue PROBLEM or CASH 
SURRENDER VaLoES AND. John B. 
Lunger, 54-81. 

Cash policy guarantees, effect, 60. 

CAsu SURRENDER VALUES AND Casa 
Loans, Taw Propuem or. John B. 
Lunger, 54-61. i 

Catastıophe bazard: 264; methods of 
dealing with, 221; reinsurance, 222- 
223; security against, 221. 

CATASTROPHÐ HAZARD, INSURANCH OF 
Tas. Ralph H. Blanchard, 220-226. 
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FOREWORD 


By L. S. Rows, Pu.D., LL.D., 
President of the Academy 


The addresses printed herewith were delivered at a joint 
meeting of the American Academy of Political ‘and Social Science 
and the Pennsylvania Arbitration and Peace Society on the evening 
of Friday, November 10, 1916. The importance of the occasion, 
as well as the significance of the addresses, make it desirable to 
place them in the hands of every member of’the Academy. The 
American public has never had an opportunity to form a judgment 
of the purposes of the Mexican Revolution. It has seemed im- 
portant to the officers of the Academy that these purposes should 
be presented by the men who have taken not only a leading part in 
the revolutionary movement but who are now actively engaged in 
an endeavor to work out these purposes in concrete and practical 
form. 3 
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THE MEXICAN REVOLUTION—ITS CAUSES, PURPOSES 
AND RESULTS 


By Hon. Luis CABRERA, 


Minister of Finance of Mexico, and Chairman of the Mexican Section of the 
. American and Mexican Joint Commission. 


Whatever I might say in token of gratitude, for the honor 
conferred upon us by the American Academy of Political and Social 
Science and the Pennsylvania Arbitration and Peace Society, 
would be little in view of the great importance of the special invita- 
tion extended to us to attend this special session. 

We consider it a high honor for our country more than for 
ourselves, and we are glad of the opportunity to make ourselves 
heard before a scientific and scholarly public, free from prejudice 
and interested in the Mexican situation. Owing to their special 
nature, the American Academy of Political and Social Science as 
well as the Pennsylvania Arbitration and Peace Society are institu- 
tions of scientific and humanitarian character. They have at heart 
only the investigation and the good of humanity, and in that spirit 
they study the Mexican situation. 

Literature on Mexico which I have found in the United States 
is of an entirely superficial character, such as is contained in news- 
paper reports or interviews. Consequently, it is tinged with shal- 
lowness, based on rumors, and intended for telegraphic transmission. 
In many cases those reports have a political purpose and then the 
facts are not only inaccurate, but are set forth with the intention 
of moulding public opinion, or that of the United States Govern- 
ment, or of some political party. In many other cases the literature 
of Mexico known in the United States, is simply imaginative, like 
the novel or the moving picture exhibition. I do not know of any 
book, pamphlet or publication on the Mexican situation which has 
been prepared with e scientific purpose. 

The sources of information have been either newspaper corre- 
spondents who discard 99 per cent of the important facts because 
they cannot extract from them a sensational headline for their 
papers, or foreigners who have interests in Mexico, and who look 
at the situation merely from the viewpoint of their own businesses. 
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Other founts oT information are either Mexicans who reside abroad 
and whose views are affected by partisan bias, or politicians repre- 
senting some special faction or chieftain. All such sources must 
necessarily be unrelizble. Nct one of them springs from the purpose 
of ascertaining the true conditions of Mexico, and the public who 
reads them desires to find therein the corroboration of its own 
opinions rather than prezise data. 

The mission waich has brought us to the United States being 
of a diplomatic nature, prevents us from speaking with absolute 
liberty, and our connection with the Constitutionalist Government 
might cause our opinions tc be viewed as decidedly partial. As 
_ regards myself without losing sight of the fact that I belong to the 
Government oi Mr. Carranza and am taking part in a diplomatic 
mission, I would like to say some words on the Mexican situation, 
appraising it fom a purely scientific viewpoint. 

Therefore I shal. not speak either as an official or as a politician 
or as a diplomet, but only as a member of the American Academy of 
Political and Sociel Science who desires to present the general 
features of a scientific interpretation of the facts which have been 
agitating Mexico during the past six years. 
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The general impression regarding the Mexican situation, not 
only abroad but in Mexico, is that it is but chaos. The causes put 
forth by each Government, each chief, each conspirator, each poli- 
tician or each writer, as the motives of the Mexican Revolution, 
are so numerous and conflicting that it is almost impossible to under- 
stand them. Some are general, others concrete, others immediate, 
and still othera remote in their influence. 

The simplest conclusior which indolent intelligence or impa- 
tient characters haa extracted from this galaxy of motives, is that 
the Mexican people have an incorrigible tendency towards disorder 
and war, and Mexico is consequently the “sick man,” whose cure is 
hopeless. The number of presidents that Mexico has had in a cen- 
tury, is nearly as lerge as tha numbers of leaders, generals or chief- 
tain who in the past six years have assumed the title of legitimate 
governments cf Mexico. All possible forms of administration have 
tried to rule Mexicc, ranking from brutally military governments, 
without organ:zation of any kind, such as those of Zapata or Villa, 
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up to a Government of Democratic appearance, but headless, as 
that proceeding from the Aguascalientes Convention. 

Foreign countries know of Mexico only what they see in the 
press headhnes, and those tell merely of bloody deeds, battles, 
assaults, the blowing up of trains, massacres, shootings, imprison- 
ments, exiles, etc. Judging from this kind of information, the 
situation in Mexico is a complete chaos. Neither the American 
people, nor the men who might be supposed to appraise the situa- 
tion, can do so for lack of general lines of interpretation of those 
facts. 

The student or the scientist who would like to understand and 
follow step by step the phenomena produced in the chemist’s glass, 
or in the receptacle of bacteriological cultures, or in the crucible of 
the metallurgist; or the botanist who would like to follow minutely 
the development of the seed or of the grass, would find himself 
guideless to do so. Neither chemical, biological, nor sociological 
phenomena can be studied through direct observation of the ele- 
ments at the time in which processes of transformation are taking 
place. It becomes necessary to know the nature of those elements, 
to observe the previous condition of them, and subsequently the 
phenomena materialized therewith. 

To understand sociological phenomena, we need above all a 
general interpretation of a whole series of facts and of the evolving 
process; not a concrete explanation of each one of the facts as they 
take place. I shall endeavor to make such a scientific interpreta- 
tion of the Mexican situation. 


GEOGRAPHICAL DATA 

Geographically, Mexico is a high triangular plateau, having 
its vertex towards the south and its base towards the north, com- 
prised between two mountain chains, of which one runs parallel to 
the Gulf of Mexico end the other to the Pacific Ocean. This high 
plateau is dry and bare in its northern part, and thas been chiefly 
devoted to cattle raising. In the southern part it is less dry and 
more fertile, and this southern portion, properly called the central 
plateau, is the cereal region. 

The Gulf slope, damp and hot, is rich for tropical agriculture 
and gifted with extensive oil fields. The Pacific slope, dry and hot, ' 
but well irrigated by our mountains, will become an important 
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agricultural regon. Yucetan. a stony desert, which has been able 
to produce only hemp, is out of the main body of Mexico, like Lower 
California. Th2 mountain chains running parallel to the Gulf and 
to the Pacific, aad which interlock in order to form the high Central 
Plateau, are not merely spurs, but comprise vast regions, constitute 
the extensive mountain portion of Mexico, and are the mining 
region. e 

For a long time Mexica was considered to be a country of 
marvelous wealth. Afterwards it was believed that Mexico, on the 
contrary, was 2 very poor country. The truth is that Mexico 
possesses great wealta, unexploited, and needing large investments 
of capital and exceeding energy and skill to develcp it. 


POPULATION 


From the point cf view of population, Mexico is as little known, 
as from the gecgraprical. One speaks of the Mexican people and of 
the characteristics o? such people, without taking into considera- 
tion that the Mexican people, or the Mexican raca is not a well 
defined group, but an agglcmeration which has keen constantly 
changing durirg the past four hundred years, anc is still in the 
process of formation. Before the Spanish conquest, hundreds of 
indigenous rac2s existed, of such distinct and opposite character- 
istics, that it would be difficult to find another country in the world 
possessing suck a number of different races. It is for facility’s sake 
that we speak 3f the “Mexican Indian,” instead of speaking of the 
hundred of incigenous races of Mexico. 

After the Spanish conquest the indigenous population became 
enslaved. Latar, through the efforts of the Spanish friars to protect 
the aboriginal races of Mexico, the Indians ceased being slaves, 
only to fall into a condition of legal incapacity. Subsequent to the 
Conquest a mixed cr mestizos population began to eppear, and it is 
still continuing and modifymg its development day by day. In 
Mexico there is thus not a mixed population, prcperly speaking, 
with characteristics different from those of the Indian, or different 
from those of the white. We have a varying mixed population, 
which in certain strata are very near to the Indian, and in others 
cannot be diszinguished from the white. For the rest, the ease 
with which whites mix with mestizos, and the laster with Indians, 
produces the fect thet in Mexico the race question properly speaking 
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does not exist. There is merely a question of education, for as soon 
as the Indian has been educated, he actually takes his rank by the 
side of the mestizo. . 

The population problem consists in unifying the mixed race by 
means of education and intercrossing with the Indian race and in 
striving to secure the constant dissolving of the immigrant white 
races into the mixed race. This problem does not present diff- 
culties as regards the intercrossing of the Indian race with the mixed 
tace, but it is very serious as regards dissolving the white immi- 
grants. The white immigration of Mexico as regards numbers, can 
be classified in the following order: Spanish, North American, 
French, Italian, English and German. 

Of the white immigrants to Mexico the Spaniard nearly always 
blends with the native, so that after a generation it may be said 
that all the Spaniards become Mexicans. We may say the same 
thing of the Italian and immigrants of Semitic origin: the Arabians, 
Armenians, etc. After the Spaniard and the Italian, the German 
assimilates best, and becomes Mexican in two generations. The 
German frequently marries a Mexican woman and settles per- 
manently in the country. The French come after the German, as 
regarding facility of blending. 

The American immigrant very seldom becomes Mexican. The 
very small percentage of American immigrants who settle perma- 
nently in Mexico or who marry Mexican women, preserve American 
citizenship, educate their children abroad, and it may be said that 
95 per cent of American immigrants remain always American, 
socially, politically, and ethnically. The English immigrant rarely 
becomes Mexican. Hardly ever does he marry a Mexican woman 
and his children are always educated abroad. 

These brief explanations respecting the tendencies to assimilate 
the white population, reveal also many political and economic 
questions which exist in Mexico regarding the situation of foreigners. 


EDUCATION 


The lack of education of the indigenous population, is the only 
obstacle to the dissolution of the Indian population into the mixed 
one. Mexico bas a problem of education. It will suffice to say that 
there are 8) per cent of illiterates in our country. Education in 
Mexico has had many obstacles. The principal ones have been the 
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landlord system, which has created the peon class, who are really 
serfs, and the action of the Roman Catholic Church during the 
nineteenth century, which has assisted landlordism to preserve in 
ignorance the indigenous masses. 

The activities o? the Spanish friars in the seventeenth and 
eighteenth centuries, and in general of the Catholic clergy during 
those centuries, may Re said to have been constantly beneficial to 
the indigenous race. However, when the clergy acquired vast 
wealth and the Church became the great landowner, then the 
beneficial work of the Catholic Church for the education of the 
indigenous races of Mexico and the Mexican rural population in 
general, ceased to exist and there began a counter movement. The 
tendency of the Chursh then was directed to maintaining the rural 
population in ignorarce. 

The previous gcvernments, either were.not aware of the prob- 
lem or did not wish to educate the Indian and the proletariat. The 
best proof of the failure of tha Catholic Church as educator of the 
Indians is that after the Church has had four hundred years of 
absolute dominion in educational matters, we still have in Mexico 
80 per cent of iliterates. 

The tendency o: the revclutionary government is, not only to 
remove the obstacles that the Mexican Government might have, 
but to devote a considerable portion of its efforts and of the public 
funds to the education of the masses of the people. 


RELIGIOUS PROBLEM 


Mexico has no religious problem properly speaking. The 
Spanish system of patronage extended to the Catholic Church by 
the Spanish kings gave a mighty temporal power to the clergy, 
which lasted up to 1560. In that year owing to the War of Reform 
the Church was dispossessed of its property, incapacitated from 
acquiring real estate, and deprived of temporal power. 

- During the long government of General Diaz the Catholic 
clergy creeping on. froin point to point in concealed form, recovered 
much of its temporal power and rebuilt part of its fortune. At 
- present some members of the Catholic clergy have a tendency to 
recover the temporal power which the Church had enjoyed previous 
to 1860. The tendency of the revolutionary government is to render, 
effective the absolute separacion of Church from State, and to 
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prevent the Mexican clergy from recovering its temporal power, 
leaving it, however, in the most absolute liberty as regards religious 
matters. 


AGRARIAN PROBLEM 


The agrarian problem of Mexico is due to the geographical and 
ethnical conditions of the country. The Spanish colonial system of 
huge land grants, the constant absorption of real estate by the 
clergy during the eighteenth century and the first half of the nine- 
teenth century, with the system of concession of Government lands 
adopted duzinz the second half of the nineteenth century, created 
and cortinuea a state of landlordism which has been the chief 
cause of disquiet in Mexico during the nineteenth century. 

As a consequence of this landlordism there has been produced 
a constant condition of serfdom among the rural classes of Mexico, 
a condition known as peonage. The solution of the agrarian problem 
of Mexico consists in the destruction of landlordism to facilitate the 
formation of small farms, and also in the granting of “commons” 
to the villages. It includes the division or parcelling of large 
estates, and a system of taxes upon rural property to prevent the 
reconstruction of large estates. Up to date it may be said that 
large rural estates have almost never paid taxes. 


NATURAL RESOURCES 


The lack of Mexican capital has been the reason that mining 
and other Mexican industries have not been developed save through 
foreign capita. The Spanish Government believed that the eco- 
nomic development of Mexico should be based on land monopoly, 
and also on commercial privileges granted to Spaniards born in the 
mother country. In the exploitation of the natural wealth of 
Mexico, the system followed by the past administrations, and 
especially by that of General Diaz, was that of granting concessions 
so intrenched in privilege that further competition became impossi- 
ble. This system of privileges and monopoly comprised not only 
the mining, petroleum and water power industries, but all kinds of 
industries and manufactures, commerce and banking. It may be 
said that, in general, the economie development of Mexico during 
the administration of General Diaz, was the growth of big business 
based on privilege. 


/ 
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The endeavor cf the Rayolutionary Government of Mexico is 
to obtain an economic development based on unshackled competi- 
tion, and of such a nature that the development of existing business 
may not prevent futire commerce and industry. From this point 
of view, foreign capital invested in Mexico upon the system of 
privilege considers itself attacked by the present revolution. How- 
ever, if we understand the general tendency of the Mexiean Revolu- 
tion, we find that it cpens a field of action for the investment of 
foreign capital much wider than that existing heretofore. 


ComyvmrciaL PROBLEM 


The lack of fluvia. ravigation and the great height of the Cen- 
tral Plateau above the sea level, together with the uneven topog- 
raphy, have compelled Mexico to rely upon a scant system of 
railways. Because of his Mexico’s commerce has been established 
on false bases. It hes been simply importation and exportation with 
foreign countries, without daveloping domestic interchange of prod- 
ucts. Commerce itself has been to a great extent the only fount of 
fiscal revenue, principally tte commerce of importation. For a long 
time exports even of raw materials have been free from duty. The 
policy of the revolutionary government is to control the railways, 
these being the only ways cf communication that the country has. 
It purposes also to develop other ways by utilizing the forces which 
lie latent in Mexico, :.2., oil and water power. 


INDU3TRIAL PROBLEM 


The industrial develcpment of Mexico has occurred during the 
last twenty years. Its basie has been artificial. It has consisted of 
an excessive protection to infant industries, rendering them uncer- 
tain and precarious because of their lack of mercantile bases, 
and it has preventec tke esiablishment of competing industries. 
The tendency of ths revo.utionary government is to place the 
industrial development af tre country upon a business basis, leav- 
ing aside the system af protection, concession, privieges and monop- 
oly, until now the bases of that little development have been effected. 


FourrcsaL PROBLEM 


The diversity in types of civilization as shown by the Indian, 
the mestizo and the white, rurnishes to Mexico a serious social and 
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political problem which may be set forth by saying that it is neces- 
sary to find a formula of Government which may serve at the same 
time for a type of mediaeval civilization, as is the mestizo, and for 
a type of modern civilization, as is tae foreign immigrant or the 
educated crecle. If this be not possible, it would be necessary to 
find various governmental formulae and various régimes for each 
one of the elements forming Mexico’s population. 

Up to tke time of General Diaz the political laws of Mexico 
have been based on advanced theories, but these have never been 
rendered effective. This produced inequality both juridic and 
economic. ‘The political problem of Mexico consists in rendering 
effective the political and civil law. In order to do this it is necessary 
above all to find the proper legal and political formulae, so that 
after those laws have been promulgated, it may be possible to 
apply them efficaciously, securing thus equality of rights among all 
men. - 


1 
INTERNATIONAL PROBLEMS 


The international problems of Mexico deserve special atten- 
tion, the main ona being found in her relations with the United 
States. 

After the war of 1847 which cost Mexico half of her territory, 
Mexicans were not able to regain confidence in regard to the impe- 
rialisti¢é tendency that the Latin American countries attribute to 
the United States. During the Mexican revolution, after the occu- 
pation of Vera Cruz and the Columbus expedition, the fears of 
Mexicans of a conflict with the United States have increased con- 
siderably, chiefly since it is known that one of the political parties 
of the United States frankly advocates intervention. The repeated 
and public statements against intervention made by the Democratic 
Government of the United States, have not been sufficient to allay 
the fears of Mexicans. 

As a neighbor of the United States, Mexico will also have as an 
international problem the danger of a conflict between the United 
States and some other European or Asiatic power. The foes of the 
United States, who are always foes of the whole American con- 
tinent, will certainly assume to be friends of Mexico, and will try 
to take advantage of any sort of resentment, feeling or distrust 
that Mexico may have against the United States. Mexico, never- 
theless, understands that in case of a conflict between the United 
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States and any other nation outside of America, her attitude must 
be one of complete continental solidarity. On this point the revolu- 
tionary government has followed a policy of frankness and con- 
sistency in her relations with the United States, putting always her 
deeds in accordance with her words, and sincerely tzying to reach 
an understanding wich the people and the Government of the 
United States. ° 

Within Mexico, the real international problem is that of pro- 
tecting foreign life anc property and of establishing proper relations 
between foreigners anc natives. On account of the non-enforcement 
of the political and cvil laws in favor of Mexicans, and on account 
of the always watchful diplomatic protection that foreigners have 
enjoyed, a sort of privileged condition has arisen little by little in 
favor of foreigners. Mexico has the problem of equalizing the 
condition of Mexicans end foreigners, not by lowering the status of 
the foreigners, but byy raising the condition of natives. 

The privileged condition o? foreigners that has existed in Mexico 
for a long time, has produced a certain jealousy, anc distrust with 
which Mexicans look upon the increase of immigration and foreign 
investments in Mexico, since such increases would be considered 
as the strengthening of a privi-eged class. 

The problem for Mexico is to find the way in which foreign 
money and immigrants can freely come to Mexico and contribute 
to her progress without becoming a privileged class. Instead of 
becoming a growing menace to the sovereignty cf Mexico, they 
should contribute to che consolidation of her soveregnty and her 
independence as a nation. 

All the problems herstofore stated have been always complex 
and greatly misunderstood. The old régime had created such 
interests as have just been described and those interests were so 
strongly bound up with the Gcvernment, that during the last years 
of the government of Gereral Diaz it was quite clear that no peace- 
ful solution was atteineble. The transformatior of the whole 
system by congressional action trying to change the laws and the 
Government at large, as well as the economic conditions of the 
country, would have required probably a whole century of effort, 
and still it is not certain that such solution would have been reached 
or that in the meantime civil war would not have broken out. 

After the election of General Diaz in 1910, it was well under- 
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stood that the purpose of his election was to perpetuate the same 
form of Government and the same system as had long been in 
existence. The people saw that it was impossible to transform 
anything by peaceful methods. They had then to resort to force 
in order to destroy a régime which was contrary to their liberty, 
development and welfare. The last six years of internal upheaval, 
though chaotic in appearance, mean for Mexico the sociological 
transformation cf her people. 

A scientific interpretation of the Mexican Revolution is not 
possible, unless facts are taken as a whole and a considerable period 
of time is ana_yzed. All of us know that in the every day reading of 
the newspapers of the United States, matters of the utmost impor- 
tance are analyzed and studied and conclusions are drawn from 
incoroplete facts. It is impossible to draw sane conclusions from 
facts thus secured. I have never seen a country, either in Europe 
or in South America, where conclusions are drawn or editorials are 
written save after a reasonable time has justified the drawing of 
such conclusions. But in the United States the rush of public 
curiosity for facts is misunderstood as an eager curiosity for ideas, 
. and so this is the only country in the world where we can see that 
an editorial comes the same morning in which a mere rumor on 
some subject is published. 

This way of studying sociological facts, sounds to me like the 
attempt of a physics student who studies the swing of the pendulum 
and instead of waiting until the whole swing is complete or until a 
certain number of swings have occurred, is so eager to draw scientific 
conclusions that he would at any moment of the swing proceed to 
calculate the exact direction in which the center of the earth is 
placed. The conclusion of that student would be that the earth is 
mad and that its center is changing foolishly. 

It has been said that the Mexican Revolution is not properly 
a revolution, but mere anarchy, that countries at peace consider 
dangerous ard intolerable. Nevertheless, if we can demonstrate 
with facts that the Mexican Revolution has followed exactly the 
natural cours2 of any other revolution, and if it can be demonstrated 
that even at the present time the revolutionary government of 
Mexico is pursuing a well defined program of reconstruction, one 
must necessarily reach the conclusion that the Mexican*people are 
not acting madly, nor blindly destroying her wealth and her men, 
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but performing a tasx of trarsformation beneficial and indispensa- 
ble, from which results raay be expected that will be commensurate 
with the sacrifices thet are now being made. 

It will appear indeed as strange and bold, and it will perhaps 
shock to a certain extent, especially the members of the American 
Academy of Politics. and Sozial Science and of the Pennsylvania 
Arbitration and Peace Society that in a scientific ard pacifist 
audience like this, one should come to apologize for force and insur- 
rection as a means of securing the liberty and welfare of her people. 
I am not trying to impose my views, but simply applying sociolog- 
ical criteria to facts taat have occurred in Mexico. 

When a system of work is right, but we fail to obtain results 
from our efforts for lack of efficiency, the task of the reformer con- 
sists in improving that system. But when a system is radically 
wrong, we must abandor: thas system and find a better one. The 
gradual and slow rerorm of a system to make it suit the require- 
ments of a man, of a business enterprise, of an institution or of a 
country, is called evorution. The abandonment of a system to be 
replaced by another, is called a revolution. The use of force is not 
essential to a revolution; but the revolution in the personal conduct 
of men, in business or in communities, implies always a considerable 
effort and a great amourt of sacrifice. 

Historically, we can assert that with very few exceptions, the 
greatest conquests of human liberty and human welfare have not 
been made without large sacrifices of men and property. Sociolog- 
ically, the revolution is the rabellion of a people against a social 
system that has been found wrong. But as every social system is 
embodied in certain -aws and in a certain political organization, 
revolution appears always as & violation of existing laws and as an 
insurrection against the Government. Hence all revolutions appear 
as anarchical attemps to destzoy society and this is also why most 
insurrections are called revolutions. 

A revolution megne the use of force to destroy an unsatisfactory 
system and the empicyment cf force and intelligence to build the 
new system. A revclution has consequently two stages clearly 
defined: the destructive, which is nearly always a period of war and 
rebellion against the so-2alled established Government, and the 
stage of disavowal of most of the existing lews, which means the 
use of force against the social, 2conomic and legal system. 
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When the old régime has been destroyed, the mere reéstablish- 
ment of legal order without any change, would be tantamount to 
the simple reconstruction of the same structure already destroyed. 
This is what sometimes makes revolutions fail. To avoid this, any 
revolution has a second stage that is always known as the period 
of revolutionary government. During this second period, force is 
also employed in the form of a dictatorial government, to establish 
the required reforms, that is to say, to lay the foundations of the 
new social, economic and political structure. After every revolu- 
tion, a period of dictatorial interregnum has always followed, 
because revolutionary dictatorship means the use of force for recon- 
struction. ` 

When tha foundations of reconstruction have been laid down, 
then it is possible to return to a legal régime no longer based upon 
the old legislation nor upon the obsolete system, but upon new 
principles thet become the new legal system, that is to say, the 
new régime. The French Revolution has been the most complete 
example of a revolution, with its frenkly destructive period, its 
anarchic state, its revolutionary government and its new régime 
upon which France afterwards developed and we also can say upon 
which the rest of Europe has subsequently developed. 

The Mexican Revolution was nothing more than the insurrec- 
tion of the Mexican people against a very repressive and wealthy 
régime represented by the government of General Diaz, and against 
a social, political and economic system supporting such govern- 
ment. This revolution had as its prcdrome the political insurrec- 
tion of Madero. But Madero saw no more than the political side 
of the Mexican situation. He professed that a change of Govern- 
ment was sufficient to bring about a changé in the general condi- 
tions of the country. Madero compromised with the Diaz régime, 
acquiesced in taking charge of his Government, and ruled the coun- 
try with the same laws, the same procedure and even with the same 
men with whom General Diaz had ruled. The logical consequence 
was that Madero had to fail because he had not destroyed the old 
nor attempted to build a new régime. The assassination of Ma- 
dero and the dictatorship of Huerta were mere attempts at reaction 
made by the old régime with its same men, its same money and its 
same procedure, and an attempt to reéstablish exactly the same old 
conditions that existed during General Diaz’ rule. 
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The Constitutionalist Revolution set forth from she very begin- 
ning its line of conduct. ‘te Plan of Guadalupe issued by Mr. 
Carranza in March, 1918, ‘mmediately after the assassination of 
Madero, is the straightest revolutionary proclamation that could be 
imagined to destroy an old régime. This plan meant the absolute 
disavowal of the exesutive, -egislative and judicial powers that had 
existed up to that time, ard authorized the use of foxce for the 
destruction of Huerta’ government, which was being supported by 
General Diaz’ army, by the power of the landownsr and by the 
moral influence of the Cathclis clergy. 

A period of bloody var followed, and when Huerta was finally 
defeated and the chief of tie constitutionalist revolution reached 
the City of Mexico, it was believed that the destructive period of 
the Mexican Revolution wasatanend. Buta period cf an extremely 
chaotic and anarchic character necessarily followed. At the end of 
1914 the Mexican situation was most puzzling and bewildering, and 
still it was at that very moment and in the middle >f such an ex- 
treme confusion, thet Don Venustiano Carranza, as the chief of 
the Constitutionalist Revolucion, set forth the general outlines upon 
which the reconstruction of Mexico was to be carried opt. 

These outlines are embodied in the decree of December 12, 
1914, which I will qucte here as the best interpretation of the basic 
lines upon which the new régime and the new social system were to 
be found. The decree in substance indicates that whereas the use 
of force had been required ta cverthrow the Huerta Government in 
view of the chaotic conditions of the country, it was necessary to 
use the same force to conticus ths struggle until peace should be 
attained, and to reconstruct the new régime. 

The main provisions of said decree read as follows: 

Articun i. The Plar. of Guadalupe of the 26th of March 1913 shall remain 
in force until the completa triumph of the Revolution. Consequently Citizen 
Venustiano Carranza will continue as First Chief of the Constitucionalist Revolu- 
tion and ın Charge of the Executive Power of the Nation, until such time as the 
enemy is vanquished and p2ace is rescored. 

Arr, 2. The First Chief of she Revolution, in Charge of the Executive 
Power, will issue and put im force during the struggle all such ws, regulations 
and measures that may satis-y the economic, social and political requirements of 
the country, carrying out such reforms as public opinion may require to estab- 
lish a régime to guarantee the equality smong all Mexicans, to wit: Agrarian 
laws that may faclitate the ceasion of small property, parcellmg the large 
estates and restoring to tha vilages the commons of which they were unjustly 
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dispossessed; fiscal laws tending to reach an equitable system of taxation upon 
real estate; legislation to better the condition of rural laborers, working men, 
miners and in general of all the proletariat; establishment of municipal liberty as 
a constitutional institution; basis for a new system of organization of the army; 
teform of the electoral system to obtain actual suffrage; organization of an inde- 
pendent judicial power both in the Federation and the States; revision of laws 
relating to marriage and civil status of persons; regulations that wil guarantee 
the stnet enforcement of the Reform laws; revision of the civil, criminal and | 
commercial odes; reformation of judicial proceedings for the purpose of obtaining 
a rapid and efficient administration of justice; revision of laws relative to the 
exploitation of mines, oil, waters, forests and other natural resources of the coun- 
try, in order to destroy monopolies created by the old régime and to avoid the 
formation of new monopolies in the future; political reforms that may guarantee 
the real enforcement of the Constitution of the Republic, and in general of such 
other laws as may be considered necessary to ensure to the inhabitants of the 
country the real and full enjoyment of their rights and equality before the law. 

Art. 4. At the triumph of the Revolution, when the Supreme Power be 
reinstated in the City of Mexico and after municipal elections take place in most 
of the States of the Republic, the First Chief of the Revolution, in Charge of the 
Executive Power, will call elections for the Federal Congress fixing the proclama- 
tion, the dates and conditions in which sgaid elections must take place. 

ART. 5. When the national Congress assembles, the First Chief of the 
Revolution will report to it concerning his stewardship of the power vested upon 
him by this decree, and he will especially submit the reforms issued and put in 
force during the struggle, so that Congress may ratify, amend or supplement 
them, and raise to the rank of constitutional provisions such laws as may have 
to take that character; all before the establishment of constitutional order. 


a 


The reading of this decree is of the utmost importance to all who 
geem to be confused by events developing in Mexico since the over- 
throw of Huerta, and to those who see in Mexico only an incom- 
prehensible condition of anarchy. It will be of still greater impor- 
tance to know that this deeree has been the rule under which the 
construction of Mexico is being made by the Revolutionary Gov- 
ernment. 

Students of the Revolution of Mexico from a disinterested and 
scientific point of view, should keep in mind, as an outline for the 
interpretation of the events of the last six years, the following 
points, which might be at the same time a sort of index to the 
chapters of an extended study of the Mexican situation. 


I. Causes of the Mexican Revolution as derived from the 
political and economic development of the country up to 
the end of the nineteenth century. 
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II. Prodromes of the Mexican Revolution until the death of 
Madero. 

III. Destruction of the political and military powers of the old 
régime, until August 1914. 

IV. Destruction of the economic power of the ald régime during 
the preconstitutional period (1915-1916). 

V. Beginning of the reconstruction: 5 

Such has been the development of the Mexicen Revolution, 
and such is the interpretetion of past, present and future occurrences 
in regard to this revolution. Such has to be the interpretation, 
regardless of who are ths mer in the government. 

If Carranza and the men around him are personally over- 
powered by the new anarchic period, and if they have to die or get 
out, that would not mean that my conclusions are wrong. It would 
only mean that a man ia not always a span between two régimes. 
There have been cases :n which a revolution has been completed ~ 
during the life of a man, be he Cromwell or Washington. At other 
times a long list of heroes and martyrs is required to complete a 
transformation of the people, from Mirabeau to Napoleon. 

In Mexico we have had three revolutions. Our revolution of 
independence in 1810 was not carried out by a single man, Hidalgo 
initiated it and died witaout seeing the end. Morelos continued it 
and also passed away bzfore our country was free. Guerrero was 
the only one who saw the consummation of our independence. In 
1857 it took only Juarez to see the beginning and the end of the 
reform revolution. The present revolution has already consumed 
Madero. If Carranza does not see the end of this movement, that 
will not change the davelopment of the revolution. It will only 
mean that Carranza himself and the men around him are no more 
than a link in the chain of men who will sacrifice their lives for the 
liberty and the welfare af the Mexican people. : 

To close my remerzs I wish to reiterate my apologies to the 
audience, and especially to the members of the American Academy 
of Political and Social Szience and of the Pennsylvania Arbitration 
and Peace Society, for tie theme I have chosen for this conference. 
I sincerely believe that the people of this country need to study the 
Mexican Revolution, not only for the sake of their mterest toward 
Mexico, nor for their ovn interest alone as our neighbors, but also 
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as an example of an economic and social revolution that is taking 
place in the twentieth century. 

I wish a great prosperity and a long peace to this country, and 
that the solution of all its problems may be made by peaceful 
methods. Nations nevertheless, when they make mistakes in their 
development, have to experience a revolution. If such a revolution 
can be ascomplished without disturbance of peace, unnecessary 
evils can be avoided and all the benefit that a revolution neces- 
sarily brings about will be reaped. 

Bernard Shaw says that revolution is a national institution in 
England, because the English people, through democratic proceed- 
ings, can make a, revolution every seven years, if they choose to do 
so. The Anglo Saxon referendum is no more than a right to peaceful 
revolution. The Mexican people do not enjoy that blessing, and 
have been obliged to engage in a bloody and costly revolution to 
attain their liberty and welfare. There is an excellent reason. 

A revolution is not always a source of evil and tears, just as 
firs does not always produce devastation. Unexplored wildernesses 
of the Temperate Zone can be opened to agriculture by exploiting the 
forest wealth and at the same time preparing the soil for future 
cultivation. In tropical countries, however, the common way of 
opening fields to cultivation is to clear them with a great fire that 
consumes indeed much natural wealth, but whith at the same time - 
devours rapidly the jungle and by purifying and fertilizing the soil, 
saves a large amount of work. 


THE CHARACTER AND THE PROGRESS OF THE 
REVOLUTION 


Br Hen. Yanacio BONILLAS, 


Minister of Communications and Public Works of Mexico, and Member of the 
American ond Merican Joint Commission. 

From its very inception, she spirit of reconstruction along lines 
` of social, economic, political and industrial tendencies has been 
manifest in the Mexican Revolution. It has crystallized in deeds 
which have produced a deer impression upon the minds not only of 
those who have taken an sctive part in the movement, but also 
of those interested in preserving the old conditions. The character 
and earnestness of tas prindpal leaders of the Mexican Revolution 
proclaimed to Huerżs, the 1surper, and to his associates, thatthe 
struggle, begun in the nortrern states of the Republic, was to be 
waged to a finish, not cnly t> avenge a hideous crime, and to dispel 
from the mind of the civilized world the impression that the people 
of Mexico would submit tamely to such a national affront, but 
also that a new order of tiings might be establisked embodying 
improvements in all departments of the nationa. life. It was 
annoying to Huerta and his followers that men from the north, 
whose records in private and public life were clean, and that men 
emerging from partial or complete obscurity, should sever their con- 
nections with homes end business; that they should give themselves 
up with all their resources to the vindication cf the national honor 
and to the creation of cew institutions and a government by the 
people and for the people. 

Because of this sttitude of the Huerta government, the revolu- 
tionists—whether ergaged in military or civil pursuits—were 
often approached by the percisans of the illegal government, with 
tempting offers to discontirus their participation in the revolution 
and to accept high positions in civil, diplomatic, or active military 
service. The invariable reoly was a flat refusal accompanied by 
patriotic declarations of unswerving fidelity to the high ideals pro- 
claimed by the revolution. Such an attitude from resolute men, 
in the very capital and from all quarters of the Republic, could 
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only forebode ill to the usurper and to the privileged classes who 
supported him. The downfall of the government which had been 
born of treason and murder was accomplished by the victorious 
army headed by its first chief Venustiano Carranza. As Constitu- 
tional Governor of the State of Coahuila at the time of the coup 
d’état, he had never hesitated a moment to disavow the military 
governmené of Huerta. He did it also in spite of the appalling odds 
against him and the small group of patriots who took up arms with 
him. They firmly resolved to blot out the shame cast upon the 
national honor and to restore to the country the constitutional 
government which had perished with the tragical demise of its 
lawful representatives—Madero and Pino Suarez.! It took seven- 
teen months—from March, 1913 to August of the following year— 
to accomplish this.. The enemy was vanquished in numerous 
encounters and the City of Mexico, the capital of the Republic, 
was finally occupied. 

It is needless to mention the terrible sacrifices incurred in at- 
taining the triumph. Historical precedents show distinctly that no 
important achievements in the life of a nation are accomplished 
without sacrifices, and we hold that, in the vindication of our 
national honor, no sacrifice could be too great. 

It may be supposed by those who are unacquainted with Mexi- 
can political, sccial and economic conditions, that the original pur- 
pose of the revolution, having been accomplished by violent and’ 
destructive means, further conquest and the attainment of the 
national wellfare,- might be left to the slow processes of evolution. 
To the leaders of the revolution, however, and to all other sound 
thinking people in Mexico, the opportune moment had arrived for 
carrying out political, social and economic reforms, deemed indis- 
pensable for the reéstablishment of a government founded upon 
principles of right and justice to all. 

Furthermore, the triumph of the revolution was a triumph of . 
the people, of the,down-trodden and oppressed, over a corrupt 
aristocracy and more corrupt clergy. Since Colonial times and 
almost without interruption these privileged classes have held the 
reins of government and complete despotic sway over the country 
and its destinies. They have governed it for their. own selfish 
aggrandizement and to the detriment, in all respects, of the other 
classes who constitute the great majority of the people, The suc- 
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cess of the revolution had been comparatively easy and the resources 
‘of the privileged clases at home and abroad, remained practically 
intact. Large numbers of cflicers, civil and military, of the old 
régime, who had beer. generously amnestied, remained within the 
confines of the’ country and many more such were enjoying the 
spoils of their rapac:ty in foreign lands. f 

è could hardly bə expected that such elements, sosthoroughly 
accustomed to rule zŁe country in an absolute manner, would as- 
sume a mild attitude without a further struggle. While the armies 
of the old régime were being vanquished, they practiced their old 
tactics of creating dissension among the victors. The insubordina~ 
tion of the Divisior of the North and the unpatriotic action of the 
Aguascalientes convention was due to the efforts of these reaction- 
aries to regain power. 

In this second pozh of the Constitutionalist Revolution the 
struggle was more incense and the number of participants was greater 
than in any previous wer in zhe history of the country. There was 
a time during the armed conflict when all except honor seemed to be 
lost for the cause of lezality, personified by the First Chief Carranza 
and by the group of loyal citizens who derived from him a constant 
inspiration to perform acts of chivalry and valor, and to persist 
undismayed until firal success was attained. Victory was achieved 
by the indomitable army under the leadership of General Obregon 
upon the battlefields of Celaya, Leon, Trinidad, Aguascalientes and 
many others where zhe armizs of the reactionaries were completely 
and ignominiously dafested end dispersed. 

It might be suppcsed that during the armed conflict in these 
two epochs attention had been given to nothing but the vanquish- 
ment of the enemy, and that nothing but a destructive campaign 
was the rule. Such was not the case. All departments of the gov- 
ernment were organized and much reconstructive work was ac- 
complished, although under most adverse circumstances. Where- 
ever the Constitutionalist arms obtained control the organization of 
temporary municipal and stete governments followed, and the work 
of pacification, and the betterment of conditions for the ameliora- 
tion of the people ensued. 

The most earcesi endesvors have been and are being made by 
the government of the Revolution to restore order at the earliest 
possible moment. Tə shat end, municipal elections have been held 


Character and Progress of the Revolution ` 21 
\ 
throughout the country and the officials elected in their respective 
localities took their oath of office and entered upon the discharge 
of their duties on the 16th of last September, the anniversary of 
Mexican independence. 

Another general election of great significance was held through- 
out the country last month. Delegates were chosen to a constitu- 
tionel cotvertion which is to meet at Queretaro on the 20th of 
this month, for the purpose of revising the federal constitution and to 
pass upon such decrees of the First Chieftaincy as are in the nature 
of Constitutional amendments. The convention will be in session 
for two months and during its deliberations will set the time for the 
next presidential election. This is an event to which the country 
looks forward with intense interest, as it hopes that with the return 
to Constitutional order, Mexico will take her place among the fam- 
ily of nations under a government of the people, by the people and 
for the people. 7 - 


THE SANITARY AND EDUCATIONAL PROBLEMS OF 
MEXICO 


By Hon. ALBERTO J. Pant, Pa 


Director General of the Constitutior-aast Railways of Mextco and Member of the 
American and Mexican Joint Commission, 


During the most acute ard violent period of an armed revolution 
—a veritable chaos in whick it would seem that the people after 
destroying everything ‘try to commit suicide in a body—the news 
of isolated cases, however horrible, makes but little impression. As 
the struggle gains form by tke grouping of men arourd the various 
nuclei which represent ihe different antagonistic principles, in- 
dividuals grow in importancs until the nucleus which best inter- 
prets, the ambitions and wante of the people acquires absolute as- 
cendancy. Henceforward this.group is unreasonably expected to 
fulfil strictly all the obligations usually incumbent upon a govern- 
ment duly constituted. The rensation then provoked by the news of 
isolated cases of individual m-sfortune, because of their very rarity, 
causes greater consternation. hoa 

This is precisely what is occurring with the, present Mexican 
government. Select any two dates from the beginning of its organ- 
ization. Compare dispsessionately the relative conditions of na- 
tional life on each, and cne must admit that the country is rapidly 
returning to normal political and social conditions. It is also un- 
deniable that the temporery -nterruption of a line of communica- 
tion, or the attack on a train or village by rebels or cutlaws, now 
causes an exaggerated impression. People forget that not so long 
ago, the greater part of the railway lines, or even of the cities of the 
Republic were in the hands of these rebels or outlaws, and that in 
the very territory now dominated by the constitutionalist govern- 
ment, trains and towns were but too frequently assaulted. 

It is unreasonable to try to make the present government 
responsible for the transgressions of its predecessors. The revolu- 
tion itself is a natural consequence of these faults. Former govern- 
ments who knew not how to prevent the revolution, are responsible 
for the evils which may have come in its train, and should the nation 
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be saved, as it shall be, it will be due solely to the citizens who have 
been willing to sacrifice themselves. Only through such personal 
sacrifices as these is it possible to construct a true fatherland. 

The enemies of the new régime—irreconcilable because they 
will not accept the sacrifices imposed—are now burning their last 
cartridges, making the constitutionalist government responsible 
for many the calamities which caused the revolution, and which 
the government, impelled by the generous impulse which generated 
it, purposes to remedy. Thus do we explain the protests of the 
discontented, and the monstrosity that these protests are even 
more energetic and loud when they defend money than when they 
defend life itself. 

The theme of this night’s address refers to one of these calami- 
ties, a shameful legacy of the past. Inimical interests are trying 
to attack the constitutionalist government on this score, though it 
is the first government in Mexico which has tried to remedy this 
evil. Having been appointed by the first chief in charge of the ex- 
ecutive power of Mexico, Mr. Carranza, to make a study of the 
problem, I would have only to summarize or to copy, in order to 
develop such theme, some fragments of the resulting report. 

One of the most imperative obligations that civilisation imposes upon the 
State is to duly protect human life, to permit the growth of society. It becomes 
necessary to make known the precepts of pmvate hygiene and to put them in 
practice, and to enforce the precepts of public hygiene. For the first, there is the 
school as an excellent organ of propaganda For the second, with more direct 
bearing on healthfulness, there are principally special establishments to heal, to 
disinfect, to take prophylactic measures Then there are engmeering works, 
laws and regulations to put ın force by a technical personnel, or by an administra- 
tive or police corps Jt may therefore be smd without exaggeration, that there 1s a 
necessary relation of direct proportion between the sum of cunlization acquired by a 
country, and the degree of perfection attained by its sanitary organization. 


The activities, in this respect, of General Diaz’ government, 
during the thirty odd years of enforced peace and of apparent ma- 
terial well-being, were devoted almost exclusively to works to gratify 
the love of ostentation or peculation. Seldom were they devoted 
to the true needs of the country. There were erected magnificent 
buildings. To build the national theatre and capitol, both un- 
finished, it was planned to spend sixty millions of pesos. When it 
was a case of executing works of public utility, their construction 
was made subservient to the illicit ends pointed out. Thus, for 
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example, the works of cty improvement, never finished, not even 
in the capital, in spite of the conditions of notorious unhealthfulness 
in some important towns were always begun with elezant and costly 
asphalt pavements, which it became necessary to destroy and re- 
place, whenever a water or crainage pipe had to be laid. The work 
of education undertaken by the government was chiefly dedicated 
to erecting costly buildings “or schools: it is only in this pay, there- 
fore, that we can realize thax the proportion of persons knowing how 
to read and write is barely 30 per cent of the total population in the 
Republie. 

The net result of what was done in these resp2cts during the 
long administration of General Diaz could not be more disastrous. 
If we take the average mortality for the nine years from 1904 to 
1912, the heyday of that edministration, we find zhat in Mexico 
City, where the greatest sum of culture and materiel progress is to 
to be found, there is a rate of mortality of 42.8 deaths for each one 
thousand inhabitants. That is to say: 

I. It is nearly three times that prevailing in American cities of 
similar density (16.1); 

II. Nearly two and one-half times larger than the average co- 
eficient of mortality of compcrable European cities (17.58) and 

II. Greater than tne crefficient of mortality of the Asiatic and 
African cities of Madras ard Cairo (39.51 and 40.15 respectively) 
in spite of the fact that in the Jormer, cholera morbus is endemic. 

During the same pericd the annual average of deaths in the 
City of Mexico was. more than 11,500. These deaths were due to 
diseases that are avoidable if proper care of private and public 
health be observed anc. constisute an arraignment against the admin- 
istration of General Diaz. As tke deaths occasioned by the Revo- 
lution during the six years 3urely do not Xeach 70,000, we find that 
the government of General Diaz—so greatly eulogized—in the midst 
of peace and prosperity, dic not kill fewer people than a formidable 
Revolution which set afire the whole Republic, and horrified the 
entire world. 

But the truth is that General Diaz’ government did not recog- 
nize the formula of integrat progress—the only one which truly 
ennobles humanity—but wasted its energies in showy manifesta- 
tions of a progress purely r alerial and fictitious, with the inevitable 
train of vice and corruption. The ostentatious pageant—the most 
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shameless lie with which it has ever been attempted to deceive the 
world—which celebrated the ‘anniversary of national independence, 
took place only a few weeks prior to the popular revolution of 1910, 
before whose onrush the government fell like a house of cards. . 

Let us now turn to the constitutionalist government. On its 
banner it has written its resolve to better the condition of the life of 
the people socially and individually, and its sincerity and energy 
may be seen not only in its words but in its deeds. 

The constitutionalist government remained at Vera Cruz at the 
close of 1914 and at the beginning and middle of 1915, while its 
army reconquered the territory of the Republic, which had been al- 
most wholly in the hands of the enemy. In spite of being engaged 
in the most active campaign in the annals of Mexican history, this 
government still found time to take up the efficient political and ad- 
ministrative reorganization of the country. 


Whoever may know something of our history, and may view with impar- 
tiality the long and complicated process of formation of our nationality, from the 
pre-Cortes period—through the troublous time of the Conquest, the colonial 
days under the viceroys, the wars of Independence, the convulsions only calmed 
by the iron hand of Diaz, through nearly a century of autonomous existence—until 
our own time—will be bound to discover in the salient manifestations of the life of 
our national organism, the unequivocal symptoms and stigmata of a serious 
pathological state, brought about by two principal agents: the loathsome corruption 
of the upper classes, and the inconscience and wreichedness of the lower. 

The iniquitous means used by Don Porfirio Dias to impose peace during more 
than thirty years, not only annulled all efforts tanding to remedy the evils dis- 
cussed, but rather determined their greater intensity. As a matter of fact, it 
satisfied the omnivorous appetites of his friends and satellites; it crushed and 
caused the criminal disappearance of whoever failed to render tribute or bow to 
his will; it fostered cowards and sycophants, repressing systematically and with 
an iron hand, every impulse of manliness and truth. It placed the administra- 
tion of justice at the unconditional disposal of tke rich, paymg not the slightest 
heed to the lamentations of the poor In a word, it increased the ummorality 
and corruption of the small and privileged Fuling class and increased in conse- 
quence the sufferings of the immense s majority, grovelling in ignorance and hunger. 
Therefore, the thirty or more years of prmtorian peace but served to deepen still 
further the secular chasm of hatred and rancor separating the two classes men- 
tioned, and to provoke necessarily and fatally the social convulsion, begun m 1910, 
which has shaken the whole country. 

The three aspects of the problem which I have presented—the economic, 
intellectual and moral—coincide with the purposes of education through schools, a8 
ideally dreamed of by thinkers, that is as “Insitutions whose object is to guide 
and control the formation of habits to realize the highest social good.” But our schools, 
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unfortunately, have nov yet acquired the necessary strength to assuage in an ap- 
preciable degree, the horrible ambient immorality, or to counterweigh its inevitable 
effects of social dissolucion. 

The true problem of Mexicc consists therefore in hygieninng the population 
physwally and morally, and in endzavoring to find through ail means available, an 
amuprovement in the preccrious ecor ome situation of our proletariat. 

The part of the solution of tae problem which corresponds to the Department 
of Education or to the mun-s1pa.ities, must be realized, by establishyag and matn- 
taining the greatest possible numl er of schools. To do this thew cost must be re- 
duced by means of a rational » mplrjication of the orgamzaticn and of the school 
programs, This must be dane muhout losing sight of the fact that its preferential 
orientations should be marked Uy. (1) the essentially technolog:cai character of the 
teaching, to cooperate with all tae other organs of the Government, in the work 
of economic improvement of ihe masses, and (2) the diffusion of the elemental 
princrples of hygiene, as an 2ffic.ent protection for the race. 

“And finally, as the medium constitutes an educational factor more powerful 
than the schools themselves, th3 count-y must, before and above all, organize its 
public administraiton upon a dasi of absclute morality ” 


Restricting myself to the purpose of this addreas, it will in con- 
clusion suffice to say that even when the constitutionalist govern- 
ment ruled but an insignificant portion of the country there were 
sent to the principal centers of culture of the United States several 
hundred teachers to inveszigate and secure data to reform school 
matters in Mexico. This was done at a time wher. dollars were of 
great importance for the purchase of war material. 

Subsequently, in spite af the countless obstacles which seemed 
to okstruct every step of the government, the number of schools 
has been greatly increased. It is not much greater than it was 
before the Revolution and in some states the number has been 
doubled. There have been effected, besides, important works of 
city Improvement in Mexco, Saltillo, Queretaro, Vera Cruz, ete., 
and the mouth of the Pante» River is about to be dredged. It has 
been specified in the respe3tive contracts that the soil taken out is 
to be used to fill in the marshy zone around Tamzico, thus elimi- 
nating the chief cause of the city’s unhealthfulness 

In short, in order thas the government which has arisen from 
the constitutionalist revolation may realize its program of public 
betterment, which implies the physical and moral hygienizing of 
Mexico, it is only necessary to give it time. Only some magic art 
could transform in a mement a group of human beirgs into an angel 
choir, or a piece of land int? a paradise. 


THE MEANING OF THE MEXICAN REVOLUTION 


By How. Juan B. Rojso, 


Counsellor @ ihe State Deparimeni of Mexico and Secretary of the Mexican Section 
of the American and Merican Joint Commission 


The Mexican Revolution is a revolution. I use these words, 
which are not my own, to emphasize the true character of our strug- 
gle; and as I know that in the United States as well as in foreign 
lands, public opinion is at sea regarding us, due to the efforts of 
those who strive to resurrect obsolete systems, I have thought it 
my duty, as a Mexican who loves his native land, to try to explain, 
however deficiently, the real motives of this vast social movement. 
This excuses my efforts, such as they are, before so distinguished a 
gathering, in a language practically unknown to me. 

The founts of alleged information are responsible for the de- 
rogatory conception of Mexico in the minds of most Americans. 
Writers of overheated imagination depict Mexico as a land of mental 
as well as physical quakes, where everything is perpetually boiling,— 
the climate, the politics, and the passions. Men of business look 
upon Mexico as an alluring field for capital, for investment (or 
rather for exploitation), in the most onerous sense of the word. 
The reader in general, reflecting on the morning pabulum of his 
favorite newspaper, believes that the revolution is but a kaleido- 
scopic succession of battles and skirmishes, with the leaders now on 
top, and now underneath, something like dogs and cats in a barrel. 
Even the fair-minded cannot know what is going on south of the 
River Grande, as they cannot know the truth. 

In all social upheavals which have to be decided on the field - 
of battle, the far-away observer is apt to lose sight of the motives 
and purposes, the psychological energy. He only rivets his atten- 
tion upon the warrior’s bloody business, which is but the exte- 
riorization of thought’s evolution. In all its history, from the strug- 
gle for independence, Mexico has struck some notes, has cleared 
some paths, which have awakened the interest of the United States. 

The struggle to throw off the Spanish yoke, though it did not 
awake any special interest in the United States, did at least elicit 
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its sympathy. In truth the subjects of mutual interest between the 
budding North American democracy, and the secular Spanish 
colony were few. Investments of American capital, and American 
settlers were barely noticeable. It was after the fall of Maxi- 
milian’s empire, and the triumph of the liberals in Mexico that re- 
lations really began. In that critical period of our history, when 
Napoleon III decided to impose by force an imperiel tedne upon 
free America, the spirit of justice and foresight of the American ' 
` people awoke to the danger, and the United States helped us in a 
positive manner to regain our freedom and develop our individual- 
ity. Slowly, capital and technical skill came to work among us, and 
we received them with open arms. 

Mexico is a great.field for endeavor and capital, and fortunes 
have been made overnight. Therein lay the red flag of danger. 
Enormous regions on the north were surrendered for a song to would- 
be colonists who were to transform them into rose gardens, yet the 
wilderness still exists and the rose gardens are not in evidence. 
The Mexican government’s concessions were utilized to exploit, 
not the land but the concession. This benefited many but not the 
country itself which lost untold millions of acres solely for the ad- 
vantage of speculators, who had no intention of making needed 
improvements or of creating anything except trouble. 

If it was the case of an “infant industry,” it was smothered 
with privileges and franchises to such an extent that if a competitor 
tried later to enter the field, it found its efforts of no use in view of 
the first one’s monopoly. It was simply that the first got all, and 
the others found the field closed. It would be oui of place to 
cite examples in these cursory remarks, but there were many . 
companies with no competition to face who dreamed only of their 
privileges. They did nothing, and prevented others from doing 
anything.- I must say that free-competition appeals much more to 
me. In struggles of all kinds, biological, social, and economic, the 
triumph goes to the fittest. I cannot believe that individuals, or 
industries, really require the state’s crutch in order to progress. 

The Mexican revolution understands the need of developing 
the country; that progress depends on work. It wishes to unshackle 
opportunity, and open the doors to those who wish to work and to 
get an adequate return for their efforts. Instead of accumulating 
all of the wealth in the grip of a handful who adopted a dog-in-the- 
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manger policy towards development, the revolution wishes to help 
the average man and to destroy the treadmill of hateful privilege. 

Finally, the revolution has been called inimical to foreigners, 
and it is alleged that it denies them their rights. This is a phe- 
nomenon like those Spencer called “errors of social perspective.” 
For a long time written law existed in Mexico merely as a matter 
of form aN only in books. Its guarantees and its sanctions were 

` never applied for the benefit of the common people. Only foreign- 
ers, and especially those of such high position that they could bring 
their influence to bear upon their diplomatic representatives, 
could secure the application of the law through diplomatic channels, 
provided such law was favorable to them. A rigorous law was 
always applied against the Mexican. 

From all this there resulted the fact that thus the foreigner was 
aided and the Mexican was at a serious disadvantage in the enjoy- 
ment of rights and in the protection of the laws. It is now the pur- 
pose of the revolution that all may equally enjoy such benefits. 
The revolution withdraws nothing from the foreigners that they had 
before, but it grants to Mexicans what was denied to them. Hence 
the astonishment that for the first time in the history of Mexico 
the equality of all before the law is sought. 

I wish to make this point clear. Our purpose is not to lower 
the status of the foreigners. We desire that they come and work 
among us, and contribute to the nation’s development through 
their capital and labor and skill. But we also wish that the Mexi- 
can too may know that in his own country he will receive similar 
justice. 

Tf my labored words have not been well understood, they may 
yet cast some light upon the points which I wish to make clear. 
If I have secured this result I shall consider myself happy. I beg 
this distinguished gathering to excuse my many deficiencies in the 

$ use of a language that is not my own. 


CLOSING REMARKS BY THE PRESIDENT OF THE 
ACADEMY 


Permit me, in the first place, to say to the members of the 
American and Mexican Joint Commission, how deeplygfve appre- . 
ciate the privilege of welcoming you to this special session, yhich is ` 


being held in your honor. We all have the feeling that in the con- 
duct of her international relations the United States must stand for 
new and higher standards of international dealing. Jealousy and 
distrust must give way to frankness, helpfulness and coöperation. 


If there is any one mission which the privileged position of the | 


United States calls upon her to perform it is to sound a new note in 
international intercourse. It is because the work of this Commis- 
sion is the expression of these higher standards that we deem it a priv- 
ilege to do honor to the men who are conducting these negotiations. 
We realize that the situation bristles with difficulties; that the 


problems involved are delicate and undoubtedly at times baffling, ‘ 
but it is no less true that it is only through such negotiations that - 


a permanent and effective settlement can be reached; a settlement 
not only in harmony with the dignity of both countries, but one 
calculated to allay animosities, promote mutual confidence and es- 
tablish a relationship which will contribute to the peace and pros- 
perity of both nations. 

We [desire “to avail ourselves of your presence to give you a 
message which]'we hope you will carry with you to your people. 
We earnestly hope that the mission which has brought you 
to this country will be entirely successful; that the difficult and 
delicate problems pending between the United States and Mexico 
will be solved to the satisfaction of both countries. We hope, 
furthermore, that your domestic problems will be solved in a man- 
ner no less satisfactory. ‘The people of the United States desire to 
see a Mexico prosperous, progressive, independent and sovereign. 
We desire this both for your sake and for our own. Our welfare, 
our peace of mind, depend in large measure on the establishment of 
cordial relations with our neighbors. You carry with you, therefore, 
the earnest hope of these two associations for the peace and pros- 
perity of your country. You may rest assured that every effort 
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in Mexico to improve the condition of the masses of her people will 
find a responsive echo in the United States. In this work you have 
not only our good wishes, but the assurance that if we can in 
any way be helpful in the furtherance of this great plan we will 
eem it a privilege to coéperate. The vast educational agencies 
of this cowgtry are at your service in the solution of your educational 
problems; the public health agencies of the United States are ready 
to assist in the solution of the sanitary problems. It is our earnest 
-~tiope that through a policy of frank and cordial coöperation there 
will be established in the relations between Mexico and the United 

i States a new standard of international helpfulness and solidarity. 
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